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FRIDAY, JUNE 5, 1959 


House or ReEpreEsENTATIVES, 
SUBCOMMITTEE ON MercHant MARINE, 
CoMMITTEE ON Mercuant MARINE AND FISHERIEs, 
Washington, D.C. 
The subcommittee met at 10 a.m., pursuant to call, in room 219, Old 
House Office Building, Hon. Herbert C. Bonner (chairman) presid- 


ing. 

, Representatives Bonner, Thompson, Downing, Tollefson, 
Ray, Mailliard, and Pelly. 

Staff members present : John H. Drewry, chief counsel, and William 
B. Winfield, clerk. 

The CHarRMAN. The committee will come to order. 

The committee is meeting this morning for consideration of H.R. 
5919 and S. 1434, to amend title XI of the Merchant Marine Act, 1936, 
as amended, with respect to insurance of ship mortgages, and for 
other purposes. 

We will consider both bills at one time. 

(The bills referred to follow :) 


(H.R. 5919, 86th Cong., 1st sess. ] 


A BILL To amend title XI of the Merchant Marine Act, 1936, as amended, with respect to 
insurance of ship mortgages, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That title XI of the Merchant Marine Act, 
1936, as amended (46 U.S.C. 1271-1279), is amended— 

(1) by redesignating sections 1107, 1108, and 1109 as sections 1108, 1109, 
and 1110; 

(2) by striking out of section 1102 the reference “section 1109” and in- 
serting in lieu thereof the reference “section 1110” ; 

(3) by striking out of section 1104(f) the reference “sections 1101-1109” 
and inserting in lieu thereof the reference “sections 1101-1110” ; 

(4) by striking out of section 1106, before the dash, the word “except” 
and inserting ina lieu thereof the words “except as provided in section 1107 
or’; and 

(5) by inserting after section 1106 a new section 1107 to read as follows: 

“Sec. 1107. The Secretary of Commerce is authorized, upon such terms as he 
may prescribe, to make a commitment to the prospective owner of a vessel who 
is a citizen of the United States, prior to the time when the keel of such vessel 
is laid under a contract which such prospective owner has made with the ship- 
builder for the construction of the vessel, to insure the interest on and the 
unpaid balance of the principal of a mortgage or mortgages which such prospec- 


| tive owner, as mortgagor, may at any time place on the vessel in order to finance 


the construction of other vessels or both to refinance a mortgage insured by the 
Secretary of Commerce on the vessel and to finance the construction of other 
vessels, subject to the following conditions— 
“(1) the commitment shall not be assignable either separately or in con- 
junction with a transfer of the vessel ; 


1 
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(2) the vessel is not subject to a mortgage which has not been ingureg 
by the Secretary of Commerce ; 

“(3) within a reasonable period prior to, or at the time or, insuring the 
mortgage pursuant to the commitment, the Secretary of Commerce makes 
the finding required by section 1104(c) of this Act; 

“(4) the mortgage involves a principal obligation which when added to 
the unpaid balance of the principal obligations of prior mortgages on the 
vessel will result in a sum which will not, (a) if the vessel was not built 
with aid of construction-differential subsidy and complies with the require. 
ments of section 509 of this Act, exceed 8714 per centum of the actual cost 
of such vessel depreciated at the rate of 5 per centum per annum from the 
date such vessel is delivered by the shipbuilder to the date such mortgage 
is executed, and, (b) if the mortgaged vessel was built with the aid of 
construction-differential subsidy or does not comply with the requirements 
of section 509 of this Act, exceed 75 per centum of such amount; 

“(5) the mortgage has maturity dates which do not exceed the remaining 
years of a useful life of the mortgaged vessel of twenty years computed from 
the date the vessel was delivered by the shipbuilder ; 

“(6) the loan agreement for the making of the loan secured by the | 
mortgage, or the mortgage, provides that the loan, except such portion 
thereof as it has been agreed will be used to refinance an existing mortgage 
on the-vessel which has been insured by the Secretary of Commerce, will 
be disbursed by the mortgagee to a shipbuilder in payment, on behalf of | 
the mortgagor, of part of the contract price for the construction of a vessel | 
contracted for by the mortgagor which has not yet been delivered; 

“(7) the mortgage complies with all the requirements of section 1104(a) | 
of, this Act except subdivision 2 thereof, subdivision 3 thereof, and sub- | 
division 8 thereof ; 

“(8) the mortgaged vessel is in as good condition as it would have been 
if it had been mortgaged immediately after delivery by the shipbuilder (and | 
remained subject to such mortgage until the date of execution of this mort- 
gage) and such mortgage had been insured by the Secretary of Commerce, 
and all requirements of the Secretary of Commerce with respect to a vessel 
on which he has insured the mortgage had been complied with.” | 


[S. 1484, 86th Cong., 1st sess. ] 


AN ACT To amend title XI of the Merchant Marine Act, 1936, as amended, with respect to 
insurance of ship mortgages, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of American in Congress assembled, That title XI of the Merchant Marine 
Act, 1936, as amended (46 U.S.C. 1271-1279), is amended— 

(1) by redesignating sections 1107, 1108, and 1109 as sections 1108, 1109, 
and 1110; 
(2) by striking out of section 1102 the reference “section 1109” and 
inserting in lieu thereof the reference “section 1110” ; 
(3) by striking out of section 1104(f) the reference “sections 1101-1100” 
and inserting in lieu thereof the reference “sections 1101-1110” ; 
(4) by striking out of section 1106, before the dash, the word “except” 
and inserting in lieu thereof the words “except as provided in section 1107 
or’; and 
(5) by inserting after section 1106 a new section 1107 to read as follows: 
“Sec. 1107. The Secretary of Commerce is authorized, upon such terms as 
he may prescribe, to make a commitment to the prospective owner of a vessel 
who is a citizen of the United States, prior to the time when the keel of such 
vessel is laid under a contract which such prospective owner has made with 
the shipbuilder for the construction of the vessel (or if the keel of the vessel 
was laid under such contract prior to the enactment of this Act, and the vessel 
owner or prospective owner has an unexpired commitment from the. Secretary 
of Commerce to insure a mortgage on the vessel, issued prior to enactment of 
this Act under the law then existing, then prior to the expiration of such com- 
mitment), to insure the interest on and the unpaid balance of the principal of 
a mortgage or mortgages which such prospective owner, as mortgagor, may at 
any time place on the vessel in order to finance the construction, reconstruc: | 
tion, or reconditioning of other vessels or both to refinance a mortgage insured | 
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Secretary of Commerce on the vessel and to finance the construction, 


“(1) the commitment te not be assignable without the prior written 
the Secretary of Commerce ; 
ne Sie vessel is oak at the time of insuring the mortgage pursuant 
to the commitment, subject to a mortgage which has not been insured by 
of Commerce ; 

” etal a reasonable period prior to, or at the time of, insuring the 
mortgage pursuant to the commitment, the Secretary of Commerce makes 
the finding required by section 1104(c) of this Act (which requires a find- 
ing that the mortgaged vessel or the project with respect to which the 
mortgaged vessel is to be operated will be, in the opinion of the Secretary 
of Commerce, economically sound) ; teat : 

“(4) the mortgage involves a principal obligation which when added to 
the unpaid balance of the principal obligations of prior mortgages on the 
vessel (other than mortgages that are being refinanced by this mortgage) 
will result in a sum which will not, (a) if the vessel was not built with 
the aid of construction-differential subsidy and complies with the require- 
ments of section 509 of this Act exceed (A) if the vessel has not been 
reconstructed or reconditioned before such mortage is executed, 8744 per 
centum of all amounts the mortgagor has paid or is obligated ot pay for 
the construction (including designing, inspecting, outfitting, or equipping) 
of the vessel, depreciated at the rate of 5 per centum per annum from the 
date the vessel was delivered by the shipbuilder to the date such mortgage 
is executed, or (B) if the vessel has been reconstructed or reconditioned 
before such mortage is executed, 87144 per centum of all amounts the mort- 
gagor has paid or is obligated to pay for the construction (including de- 
signing, inspecting, outfitting, and equipping) of the vessel, depreciated 
at the rate of 5 per centum per annum from the date the vessel was deliv- 
ered by the shipbuilder to the date of such reconstruction or reconditioning, 
to the date such mortgage is executed, on a straight-line basis and on the 
basis of a useful life of the vessel determined jointly by the Secretary of 
Commerce and the Secretary of the Treasury, plus 8714 per centum of all 
amounts the mortgagor has paid or is obligated to pay for the reconstruc- 
tion or reconditioning of the vessel (if such reconstruction or recondition- 
ing was done without aid of construction subsidy and the vessel complies 
with the requirements of section 509 of this Act; otherwise, 75 per centum 
of such amount), depreciated, from the date of such reconstruction or re- 
conditioning to the date such mortgage is executed, on a straight-line basis 
and on the basis of a useful life of the vessel determined jointly by the 
Secretary of Commerce and the Secretary of the Treasury, and (b) if the 
vessel was built with the aid of construction-differential subsidy, or does 
not comply with the requirements of section 509 of this Act, exceed the 
amount computed under (a) above except that, where (a) above provides 
for 87% per centum of the construction cost of the vessel, the percentage 
shall be 75 per centum; 

“(5) the mortgage has maturity dates which, if the vessel has not been 
reconstructed or reconditioned, do not exceed the remaining years of a use- 
ful life of the mortgaged vessel of twenty years computed from the date 
the vessel was delivered by the shipbuilder or, if the vessel has been recon- 
structed or reconditioned, do not exceed the remaining years of a useful 
life of the vessel determined jointly by the Secretary of the Treasury and 
the Secretary of Commerce: 

“(6) the loan agreement for the making of the loan secured by the 
mortgage, or the mortgage, provides that the underwriter or mortgagee will 
disburse the loan for one or more of the following purposes: (a) to pay one 
of the components of actual cost of the vessels to be constructed, recon- 
structed, or reconditioned and, if any such payment is to reimburse the 
operator for payments made from his capital reserve fund, to deposit such 
payment in his capital reserve fund, or (b) to pay part of the loan to dis- 
charge an existing mortgage which is insured by the Secretary of Com- 
merce on the vessel that is subject to the mortgage which is to be insured, 
or (c) to deposit part or all of the loan in the operator’s capital reserve fund, 
if he is a subsidized operator, and in a construction reserve fund, if he is 
an unsubsidized operator; if any deposit is made in a capital reserve fund, 
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or construction reserve fund under (c) hereof, such deposit may be with. 
drawn only to pay one of the components of actual cost of the vessels that are 
to be constructed, reconstructed, or reconditioned, or if for any reason gyeh 
payments do not exhaust the deposit, then to pay off the loan secured by the 
mortgage that is to be insured ; 

“(7) the mortgage complies with all of the requirements of section 
1104(a) of this Act (which defines an eligible mortgage) except subdivision 
2 thereof (which specifies the maximum principal amount of the mortgage), 
subdivision 3 thereof (which specifies the maximum duration of the mort. 
gage), and subdivision 8 thereof (which specifies the purpose of the loan 
secured by the mortgage) ; 

“(8) the mortgaged vessel shall be in class A-1, American. Bureau of 
Shipping, with all required certificates, including but not limited to marine 
inspection certificates of the United States Coast Guard, with all outstand. 
ing requirements and recommendations necessary for retention of ¢lagg 
accomplished, unless the Secretary of Commerce permits a deferment of 
such repairs, and shall be tight, stanch, strong and well and sufficiently 
tackled, appareled, furnished and equipped, and in every respect seaworthy 
and in good running condition and repair and in all respects fit for service,” 

Src. 2. Section 1104(a) (2) of the Merchant Marine Act, 1936, as amended, js 
amended by striking out of the proviso the words: “That in the case of a vessel, 
the size and speed of which are approved by the Secretary of Commerce, which is 
eligible for mortgage aid” and inserting in lieu thereof the words: “That in the 


case of a vessel, the size and speed of which are approved by the Secretary of | 


Commerce, and which is, or in the case of a vessel to be reconstructed or re- 
conditioned would have been, eligible for mortgage aid for construction.” 
Passed the Senate May 11, 1959. 
Attest : FELTON M. JOHNSTON, 
Secretary. 


[H.R. 287, 86th Cong., 1st sess. ] 
A BILL To amend title XI of the Merchant Marine Act, 1986, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (f) of section 1101 of title 
XI of the Merchant Marine Act, 1936, as amended (46 U.S.C, 1271-1279), is 
amended to read as follows: 

“(f) The term ‘actual cost’ of a vessel as of any specified date means: 

(1) In the case of a vessel whose construction, reconstruction, or recondi- 
tioning is financed by a loan or mortgage insured under this title, the aggregate 
as determined by the Secretary of Commerce of (i) all amounts paid by or for the 
account of the mortgagor or borrower on or before that date, and (ii) all amounts 
which the mortgagor or borrower is then obligated to pay from time to time 
thereafter for the construction, reconstruction, or reconditioning (including de 
signing, inspecting, outfitting, and equipping) of such vessel; and 

“*(2) In the case of a vessel mortgaged by a mortgage insured under this title 
to finance the construction, reconstruction, or reconditioning of another vessel 
or vessels, the aggregate as determined by the Secretary of Commerce of (i) all 
amounts paid by or for the account of the mortgagor in respect of the mortgaged 
vessel on or before that date, and (ii) all amounts which the mortgagor is then 
obligated to pay in respect of the mortgaged vessel from time to time thereafter, 
for the purchase, construction, or other acquisition and for any reconstruction 
or reconditioning (including designing, inspecting, outfitting, and equipping) of 
said vessel, less depreciation to the estimated date of execution of the mort- 
gage on the basis of the economic life of said mortgaged vessel as determined 
by the Secretary of Commerce: Provided, That in no event shall the Secretary 
of Commerce pay as insurance under this title an amount in excess of 75 per 
centum or 8714 per centum, as the case may be, of: (1) As insurance on a loan, 
or on a mortgage to finance the construction, reconstruction, or reconditioning 
of the vessel mortgaged, the amount paid by or for the account of the mort- 
gaged, the amount paid by or for the account of the mortgagor or borrower 
for the construction, reconstruction, or reconditioning (including designing, in- 
specting outfitting, and equipping) of the vessel: and (2) as insurance on a 
mortgage on a vessel to finance the construction, reconstruction, or recondition- 
ing of another vessel or vessels, the amount paid by or for the account of the 
mortgagor for the purchase, construction, or other acquisition and for any re 
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construction or reconditioning (including designing, inspecting, outfitting, and 
equipping ) of the vessel mortgaged, less depreciation to the date of execution of 
the mortgage on the basis of the economic life of said vessel as determined by 


the Secretary of Commerce.” 
Sec. 2. That section 1104(a) of title XI of the Merchant Marine Act, 1936, as 


‘amended (46 U.S.C. 1271-1279), is amended by inserting a new subsection (2) to 


read as follows: : 
“(2) shall (i) cover a vessel or vessels whose construction, reconstruc- 


tion, or reconditioning is financed under this title or shall (ii) cover any 
vessel or vessels owned by the mortgagor to aid in financing the construc- 
tion, reconstruction, or reconditioning of another vessel or vessels by the 
mortgagor.” 

Sec. 3. Subsection (2) of section 1104(a) is redesignated subsection (3) and is 
amended to read as follows: 

“(3) shall involve an obligation in a principal amount which in combina- 
tion with other mortgages to finance the construction, reconstruction or re- 
conditioning, does not exceed the lesser of 75 per centum of the actual cost 
of the vessel or vessels mortgaged or 100 per centum of the actual cost of 
the vessel or vessels whose construction, reconstruction or reconditioning is 
financed under this title, such actual cost to be determined by the Secretary 
of Commerce at or prior to the execution of the mortgage and such determi- 
nation to be conclusive for the purposes of determining the principal amount 
of the mortgage: Provided, however, That.in the case of a mortgage cover- 
ing the vessel or vessels to be constructed, reconstructed or reconditioned, 
(i) if the vessel is of a size and speed which are approved by the Secre- 
tary of Commerce and is, or in the case of a vessel to be reconstructed or 
reconditioned would have been, eligible for mortgage aid for construction 
under section 509 of this Act and in respect of which the minimum down- 
payment by the mortgagor required by that section would be 12% per 
centum of the cost of such vessel, the obligation may be in an amount which 
does not exceed 87% per centum of such actual cost; or (ii) if the vessel 
was purchased pursuant to the Merchant Ship Sales Act of 1946, as amended, 
for exclusive use on the Great Lakes, the obligation may be in a principal 
amount which does not exceed 75 per centum of the net purchase price of 
such vessel, plus 75 per centum of the amounts expended for altering, modi- 
fying, converting, and equipping such vessel in excess of that purchase price, 
or 75 per centum of the amount which the Secretary of Commerce estimates 
will be the value of such vessel so purchased for exclusive use on the Great 
Lakes when reconstruction or reconditioning is completed, whichever is the 
lesser.” 

Sec. 4. Subsections (3), (4), (5), (6), (7), (8), (9), (10), and (11) of section 
1104(a) are redesignated subsections (4), (5), (6), (7), (8), (9), (10), (11), 
and (12). 

Sec. 5. Subsection (c) of section 1104 is amended to read as follows: 

“(c) No commitment to insure a mortage or loan shall be made by the Secre- 
tary of Commerce unless he finds, at or prior to the time such commitment is 
made, that the construction, reconstruction or reconditioning project being 
financed by the mortgage or the loan will be, in his opinion, economically sound, 
and no mortgage or loan, unless made pursuant to a prior commitment, shall 
be insured unless the Secretary of Commerce finds, at or prior to the time the 
insurance becomes effective, that the construction, reconstruction, or recondi- 
tioning project being financed by the mortgage or the loan will be, in his opinion, 
economically sound.” 

Sec. 6. Section 1106(2) is amended by striking out the words “Paragraph 
(2)” and inserting “Paragraph (3).” 


The Cuarrman. The first witness is Mr. Morse, the Maritime Ad- 
ministrator. 
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STATEMENT OF CLARENCE G. MORSE, MARITIME ADMIN ISTRATOR, 
ACCOMPANIED BY WILLIAM R. BURCHILL, ATTORNEY, GgEy. 
ERAL COUNSEL’S OFFICE, MARITIME ADMINISTRATION, DEPART. 
MENT OF COMMERCE 


FINANCING OF SHIP CONSTRUCTION 


Mr. Morse. Mr. Chairman, I have a rather lengthy technical state. 
ment in explanation of the legislation under consideration today. If 
there is no objection, I would like to file the full statement for the 
record and give you a short summary of that statement. 

The Cuarrman. Yes. 

(The statement referred to follows :) 


STATEMENT BY CLARENCE G. Morsk, MARITIME ADMINISTRATOR, ON BEHALF oF 
THE DEPARTMENT OF eee AND THE MARITIME ADMINISTRATION, ON THE 
Bitts H.R. 287, H.R. 5919, ann S. 1434, To AMEND TITLE XI OF THE MercHant 
MARINE ACT, 1936, AS AMENDED, ‘WitH RESPECT TO INSURANCE OF SHIP Morr. 
GAGES 


Gentlemen, the three bills before you, H.R. 287, H.R. 5919, and the Senate 
passed bill, S. 1434, are designed to accomplish the same purpose. This purpose 
is to enable ship operators, who have sufficient funds, to pay in full for the 
earlier built vessels in their replacement program, and to delay mortgaging such 
new vessels until they need the money to make the downpayment on later 
vessels. This would result in a saving of interest to the ship operators, and 
ina reduction of risk to the United States, both in respect of the amount of 
money under risk and in the duration of the risk. We favor this purpose. 

One of the bills before you, H.R. 5919, is a bill submitted by the Secretary of 
Commerce with the clearance of the Bureau of the Budget. 

The second bill is S. 1434 (the companion bill to H.R. 5919) which also was 
submitted with the clearance of the Bureau of the Budget, and which, as en- 
acted by the Senate, was amended in several respects by amendments which 
the Department of Commerce, Maritime Administration (with the clearance of 
the Bureau of the Budget), supported. 

The third bill before you is H.R. 287. We do not have Budget Bureau clear- 
ance with respect to this bill. 

We recommend that S. 1434, as enacted by the Senate, or H.R. 5919, with 
the amendments made by the Senate (which, of course, would be identical bills), 
be enacted. 

H.R. 5919 would amend the Merchant Marine Act, 1936, as amended, by in- 
serting in title XI of that act a new section 1107. This new section would 
permit the prospective owner of a vessel that is to be constructed to delay 
placing a mortgage on the vessel, until sometime after the vessel has been 
delivered by the shipbuilder, without losing his privilege of having the mort- 
gage insured by the Secretary of Commerce under title XI. This insurance 
procedure would be available both to subsidized and to unsubsidized operators. 

The new section, 1107, would enable the prospective owner to save interest 
on financing construction programs, and would reduce the period of time dur 
ing which the Secretary of Commerce is under risk with respect to the mortgage, 
and the amount with respect to which he is under risk. 

An operator who plans to replace his existing fleet by new construction that 
will be built at staggered intervals over a period of years may have sufficient 
money on hand to pay in full for the first ship. Under existing law, how: 
ever, if he does this, he will not later be able to mortgage the vessel and 
obtain Government insurance of the mortgage in order to obtain the down- 
payment on future vessels. 

The problems may be simply stated. An operator with $10 million who has 
a fleet of four ships, with a replacement program calling for a new ship at 
3-year intervals at a cost of $10 million each, spends the $10 million to pay 
for the first ship. However, when the financing of construction of the first 
ship is accomplished without resort to an insured mortgage. the first ship is 
not available as security for an insured mortgage to finance the construction 
of a second or third ship. The construction financed by a mortgage insured 
under title XI is construction of the ship serving as security for the mortgage. 
In other words, the insured mortgage is to finance the construction of the ship 
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mortgaged, not some other ship. Thus, to finance his replacement program, the 
tor cannot use his fund to pay in full for the first ship, but must use his 
fund to make the minimum downpayment on each ship ($214 million if he re 
ceives construction-differential subsidy) and must mortgage each ship as it is 
constructed so that the mortgage will be eligible for Government insurance. 

This situation unduly restricts the operator in arranging his financing, makes 
the financing more expensive to the operator than is necessary, and keeps the 
United States under risk on the mortgages for a longer period than is necessary. 

H.R. 5919 would remedy this situation by authorizing the Secretary of Com- 
merce to make a commitment to the vessel operator before the keel on the first 
ship is laid, to insure any eligible mortgages such operator, as mortgagor, may 
place on the vessel at any time during the life of the vessel to obtain the down- 
payment on other vessels. The foregoing authorization is subject to conditions 
which will keep the substance of the mortgage insurance transaction the same 
as it is under existing law, except that the placing on the vessel of the mortgage 
that is to be insured would be delayed until such time as the operator needs 
the money to make the downpayment on other vessels. 

Under the provisions of title XI, the Secretary of Commerce does not insure 
a mortgage on a vessel unless he finds that the vessel or the projected operation 
is economically sound, and unless the mortgage secures a loan made to finance 
construction of the mortgaged vessel, and complies with a series of limitations 
and requirements relating to (1) the amount of the mortgage in ratio to the 
actual cost of the vessel (75 or 8714 percent) ; (2) the responsibility of the mort- 
gagee and mortgagor; (3) satisfactory maturity dates, but not exceeding 20 
years; (4) satisfactory amortization provisions requiring periodic principal pay- 
ments; (5) satisfactory rates of interest limited to a normal maximum of 5 
percent; (6) satisfactory provisions with respect to construction, maintenance, 
and operation of the vessel; (7) other matters pertinent to the security; and 

(8) the time of payment by the mortgagor to the mortgagee of the insurance 

remiums. 

7 Under H.R. 5919, all of the foregoing requirements would have to be met at 
the time the mortgage is to be insured, except (1) the requirement that the 
mortgage serves as security for a loan to finance construction of the vessel mort- 
gaged, (2) the requirement fixing the ratio of the amount of the loan to actual 
cost (75 or 87% percent); and (3) the provision as *o maturity dates. 
In addition, however, the following requirements would have to be met: (1) the 
vessel is free from any mortgage except one insured by the Secretary of Com- 
merce; (2) the principal obligation of the mortgage to be insured shall not 
exceed an amount which when added to the unpaid balance of the principal obli- 
gations of prior mortgages will exceed 87% or 75 percent, as the case may be, of 
the actual cost of the vessel to be mortgaged, depreciated at the rate of 5 percent 
per annum; (3) the mortgage has maturity dates which do not run beyond 20 
years from the date the vessel was delivered by the shipbuilder; (4) the purpose 
of the loan secured by the mortgage is to finance the construction of other vessels 
or both to refinance a mortgage on the vessel which is insured by the Secretary 
of Commerce and to finance the construction of other vessels; (5) the loan agree- 
ment for the making of the loan secured by the mortgage, or the mortgage, pro- 
vides that the loan, except such portion as it has been agreed will be used to 
refinance a mortgage on the vessel which has been insured by the Secretary of 
Commerce, will be disbursed by the mortgagee to a shipbuilder in payment, on 
behalf of the mortgagor, of part of the contract price for the construction of a 
vessel contracted for by the mortgagor; and (6) the vessel is in as good condi- 
tion as it would have been in if it had been mortgaged and insured under usual 
procedure and the mortgagor had in fact complied with all of the requirements 
of the Secretary of Commerce with respect to a vessel on which he has insured 
the mortgage. 

The Committee of American Steamship Lines, in testifying on the Senate com- 
panion bill, S. 1434, suggested to the Senate Interstate and Foreign Commerce 
Committee a number of amendments to S. 1434. The amendments finally made 
by the Senate to that bill (which were supported by the Department of Com- 
merce, Maritime Administration, with the clearance of the Bureau of the Budget) 
are as follows: 

(1) To authorize the insurance of a mortgage on an existing vessel to finance 
the reconstruction or reconditioning of other vessels. We supported this amend- 
ment because if some operators should reconstruct cargo vessels as container 
vessels, or should reconstruct passenger vessels so as to require substantial 
investment, this change would assist in carrying out the purposes of the bill. 
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(2) To extend the bill to vessels whose keels were laid prior to enactment of 
the bill whose owners have commitments issued under existing law, These 
commitments expire not later than 1 year after delivery of the vessels, We 
supported this amendment because (a) we have had the opportunity of Passing 
on the design of the vessels and (b) since we are already under a commitment 
to insure mortgages on them, including them in the bill permits flexibility as to 
the time of mortgaging the vessels. 

(3) To allow assignment of the commitment with the prior written approyaj 
of the Secretary of Commerce. This authority might be important in case of a 
corporate reorganization of the prospective mortgagor. 

(4) To clarify the bill so as to state expressly that the time when the vessel 
which is subject to the mortgage, must be free of prior uninsured mortgages is 
when the mortgage is insured. 


(5) To clarify the bill to state expressly that in computing the maximum per: 
missible principal amount of the mortgage that is to be insured, any mortgage 
on the vessel that is to be discharged with part of the proceeds of the loan shal] | 


be ignored. 

(6) In fixing the maximum permissible principal amount of the mortgage, 
to take account of the possibility that the vessel that is subject to the mortgage 
may be reconstructed prior to the execution of the mortgage. This required 
redrafting of the provision which states the manner in which depreciation ig to 
be computed. 

(7) To take account, in fixing the maximum maturity dates of the mortgage, 
of the possibility that the vessel may be reconstructed so as to prolong its eco- 
nomic life before the mortgage is executed. 

(8) To allow part or all of the loan secured by the mortgage to be deposited 


in the capital reserve funds of subsidized operators, and in construction reserve | 


funds of unsubsidized operators, until such time as they are needed to pay the 
cost of the vessels that are to be constructed. This allows the operators flexi- 
bility in timing their loans, and (with respect to the capital reserve fund) 
replaces in the capital reserve fund moneys that would not have been withdrawn 
under existing law, since under existing law he would not have paid in full for 
the earlier vessels in his replacement program. 

(9) To state more specifically the condition which the vessel that is subject 
to the mortgage muse in at the time the mortgage is insured. 

(10) To amend title XI to provide that the required downpayment for recon- 
struction of a vessel owned by an unsubsidized operator shall be 12% percent 
rather than the 25 percent which is required by existing law. Under existing 
law the required downpayment for construction of a vessel is 25 percent for a 
subsidized operator and 1214 percent for an unsubsidized operator. The purpose 
of this difference is to equalize the dollar amount of the downpayment for these 
two classes of operators. If it costs $10 million to build a vessel, for example, 


and the subsidy rate is 50 percent, the required downpayment for a subsidized 
operator is 25 percent of $5 million, which is $1,250,000, and for an unsubsi- 


dized operator the required downpayment is 12% percent of $10 million, which is 
also $1,250,000. The amendment made by the Senate would extend this equaliza- 
tion treatment to the reconstruction of vessels. 

We recommend enactment of H.R. 5919 with the amendments made by the 
Senate to S. 1434, or the enactment of S. 1434, as amended by the Senate, which, 
of course, would be identical bills. The Bureau of the Budget has advised that 
there would be no objection to the submission of this statement to your committee. 


The Crarrman. It is the recollection of the committee that this 
matter was up in the last session of Congress, passed ‘the House, and 
no action was taken in the Senate; is that correct? 

Mr. Morse. It is my understanding that action was taken in the 


Senate on a slightly different version than the act which was passed | 


in the House. 

The CHarrman. You mean the Senate passed a bill in the last 
session and we passed a bill and asked for no conference? 

Mr. Morse. I wasinerror. They held a hearing but did not report 
out the bill from the Senate. 

The Cuarrman. All right, Mr. Morse. 
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Mr. Morse. The three bills before you, H.R. 287, H.R. 5919, and 
the Senate passed bill, S. 1434, are designed to accomplish the same 

urpose. This purpose is to enable ship operators who have sufficient 
funds to pay in full for the earlier built vessels in their replacement 
program, and to delay mortgaging such new vessels until they need 
the money to make the downpayment on later vessels. This would 
result in a saving of interest to the ship operators, and in a reduction 
of risk to the United States, both in respect of the amount of money 
under risk and in the duration of the risk. We favor this purpose. 

One of the bills before you, H.R. 5919, is a bill submitted by the 
Secretary of Commerce with the clearance of the Bureau of the 
Budget. 

Ticescend bill is S. 1434 (the companion bill to H.R. 5919) which 
also was submitted with the clearance of the Bureau of the Budget, 
and which, as enacted by the Senate, was amended in several respects 
by amendments which the Department of Commerce, Maritime Ad- 
ministration (with the clearance of the Bureau of the Budget) sup- 


rted. 

P The third bill before you is H.R. 287. We do not have Budget Bu- 
reau clearance with respect to this bill. 

We recommend that S. 1434, as enacted by the Senate, or H.R. 5919, 
with the amendments made by the Senate (which, of course, would 
be identical bills), be enacted. 

H.R. 5919 would amend the Merchant Marine Act, 1936, as amended, 
by inserting in title XI of that act a new section 1107. This new sec- 
tion would permit the prospective owner of a vessel that is to be con- 
structed to delay placing a mortgage on the vessel until sometime after 
the vessel has been delivered by the shipbuilder without losing his 
privilege of having the mortgage insured by the Secretary of Com- 
merce under title XI. This msurance procedure would be available 
both to subsidized and to unsubsidized operators. 

The new section, 1107, would enable the prospective owner to save 
interest on financing construction programs, and would reduce the 
period of time during which the Secretary of Commerce is under risk 
with respect to the mortgage, and the amount with respect to which 
he is under risk. 

The Cuairman. If I may interrupt you right there, will you just 
explain this situation and why it is necessary ? 

You have described the reasons for H.R. 5919. Now just give an 
example of what it 1s. 

Mr. Morss. I think the balance of my statement will explain it 
quite clearly, Mr. Bonner. 

The CHarrman. Oh, excuse me. 

Mr. Morse. Under existing law, the Secretary of Commerce is au- 
thorized to insure mortgages only for the purpose of financing the 
construction, reconstruction, or reconditioning of the vessel that is to 
be subject to the insured mortgage. Under our regulations an appli- 
cation for insurance must be on file and be approved in principle prior 
to the laying of the keel of the vessel, and under the commitment we 
issue the mortgage must attach not later than 1 year after delivery of 
the vessel. 

Under existing law we cannot insure a mortgage on one vessel for 
the purpose of financing the construction of another vessel. On the 
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| 
other hand some operators have sufficient funds to pay 1n full for the | 
early vessels in their replacement program if they could be assured | 
that they could later mortgage such vessels to obtain the downpay. 
ment on other vessels. This would enable them to save interest. 

Under H.R. 5919, with the amendments made by the Senate to 
S. 1434, and under S. 1434 as enacted by the Senate, the Secretary of 
Commerce would be authorized to issue a commitment. to an operator 
before the keel of a vessel is laid, to insure a mortgage on the vessel 
at any time during the economic life of the vessel, in order to finance 
the construction of other vessels, if the principal amount of the mort. 
gage does not exceed 75 percent of 8714 percent of the actual cost of 
the vessel depreciated to the date of execution of the mortgage and jf | 
the other conditions listed in the bills are met. 

We recommend enactment of H.R. 5919, with the amendments made 
by the Senate to S. 1434, or the enactment of S. 1434, as passed by the 
Senate, which, of course, would be identical bills. 

To answer your question specifically, Mr. Bonner, assume we have 
an operator that has $10 million in his till, and he is obligated to | 
build four ships at intervals of, say, 3 years apart. Under existing | 
legislation, to assure himself being able to pay $214 million on each | 
of his four ships which is the 25-percent downpayment, in order for 
him to be sure he will have that $214 million available for each of 
the four ships he will not pay in full cash the purchase price of the 
first ship. Assume each ship cost $10 million. 

The Cratrman. He has enough to pay the downpayment price on | 
the four ships? 

Mr. Morse. That is correct. 

The CHatrmMan. He has the amount at $214 million each ? 

Mr. Morse. That is correct. Under the existing legislation, the | 
procedure would be that he would pay down $214 million on the first | 
ship. He would retain $714 million in his till. Three years later, | 
when he lays the keel on the second ship, he would pay down $2% 
million on that ship, 3 years later for the third ship another $24 
million, and in another 3 years the final 214 million on the fourth 
ship. 

In the meantime, he will have been paying interest on $714 million 
on the first ship for the full period, $7144 million on the second ship 
when the mortgage attaches on that ship, and so on. 

Under the bill which is proposed, he could pay the full $10 million 
purchase price of the first ship. Then 3 years forward when he 
needs $214 million to pay his downpayment on the second ship he 
would put a mortgage on his first ship for a minimum of $214 million 
so that he would then be in funds to pay his downpayment on the 
second ship. Three years beyond that he would put, presumably, a 
mortgage on the second ship to finance the downpayment on the 
third ship so that what he has done is to save himself interest ona 
substantial amount, 714 million minimum, for the first 3-year period 
and then a smaller amount, $5 million for the second period. 

T get confused here but there is a substantial savings of interest. 

Furthermore, it is advantageous, as I see it, to the Government 
because there is a smaller mortgage involved on which the Govern- 
ment is insuring and, further, there is savings of interest to the 
operator which will ultimately affect the recapture position of the | 
operator. 
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the The Cuarrman. What is there in the present law which keeps him 
red from doing this now ? ; 

Mr. Morse. The present law requires that the mortgage insurance 
be to build or reconstruct only the vessel on which the mortgage is 
to placed. The funds cannot be used to finance the building or recon- 
of  ditioning of a second or other vessel than the mortgaged vessel. 


~ 


tor The CuatrMan. If he puts down $214 million on this vessel and 
sel the vessel is built with Government funds, he gets an insured mort- 
xe | gage for the balance of the cost of the ship? 

rt- Mr. Morse. Well, he has to pay in full for the ship to the shipyard 


of | so that the $7144 million that he borrows, assuming he borrows $714 
if | million, is paid in full to the shipyard. He has no money available 
for financing the second ship. 
The CuatrrMANn. But when he takes delivery of the first ship then 
he he mortgages that ship to start the second ship; is that correct ? 
Mr. Morse. You are talking about the proposed legislation now? 
ve The CuHarrMan. Yes. 


to Mr. Morse. He will defer placing the mortgage on the first ship 
ng} until it is time to lay the keel for the second ship so there will be a 
ch | 3-year saving in interest. 

Or The Cuarrman. He already has a mortgage on the second ship of 
of | $714 million. 

he | Mr. Morse. Under the proposed legislation, in the instance that I 


| mentioned of a company having $10 million in the till, having to 

build four ships each costing the owner $10 million, he would pay the 
full $10 million to the shipyard for the first ship. There would be 
no mortgage on the sister ship. He would have expended all of the 
money that he had in the till. 





he The CuarrmMan. That is the existing condition ? 

st | Mr. Morse. No. 

sr, | The Cuatrman. That is under the proposed legislation ? 

\, | _Mr. Morse. This is what would be done under the proposed legisla- 

| tion. He would pay the full $10 million for the first ship so that 

th | 3 years forward when he had to contract for his second ship he would 
| have no money in the till. 

" He would then borrow $214 million on a mortgage on the first ship 

ip which would be used to pay the downpayment on the second ship 

and the same thing would happen 3 years beyond that. 

n He would borrow presumably on the second ship to obtain the 

re downpayment for the third ship. 

e The Cuatrman. The first ship would only be mortgaged for $214 

n million ? 

* Mr. Morse. Under the proposed legislation presumably he would 

. pay the full $10 million. There would be no mortgage on the first 

2 ship initially. 

4 he CuatrMan. I am getting to the second ship now. He has paid 


d for the first ship. 
Mr. Morse. Yes, sir. 


t. The Cuatrman. He has paid out of the moneys that he has in his 
| reserve fund. That ship is clear of any encumbrance. He gets ready 
‘ to go to the second phase. He mortgages the ship for $214 million. 


» That is the laydown. 
| Mr. Morse. That would be the downpayment on the second ship. 
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The CuHatrmMan. Does he put an additional mortgage on the first 
ship to pay the $714 million on the second ship, or does he get a ge. 
cured loan ? 

Mr. Morse. Mr. Bonner, he would have the option at the time he 
lays the keel on his second ship of borrowing only $214 million op 
the first ship or he could borrow up to the depreciated book value 
of the first ship to apply it against the second ship. 

The Cuarrman. Then when he gets the second ship built, you do 
the same thing with the third ship? 

Mr. Morse. Yes, sir. 

The Cuairman. What isthe objection to that? 

Mr. Morse. Objections? There are none that we know of. We 
support it. 

The CuarrMan. Now give us a picture of how it operates so that 
he saves, why the present law has it so arranged that he cannot do 
this. He has his own money. 

Mr. Morse. At the present time he would pay $214 million down on 
his first ship and put on a mortgage $714 million immediately. 

The CHatrman. But he has $714 million in the reserve fund. 

Mr. Morse. That is correct. 

The Cuatrrman. Why would he be required to put a mortgage on 
there? Why is he going to hold this $714 million in the reserve under 
the present law ? 

Mr. Morse. Because when the time to make the downpayment on 
the second ship occurs, he will have no money in his till and no bor. 
rowing sopability. 

The Cuatrman. He has the first ship that is not encumbered under 
existing law. 

Mr. Morse. Correct, but we cannot insure the first ship under exist- 
ing law unless the mortgage is put on at the inception, at the time 
the kee] is laid or as soon as it is delivered. 

The CHarrMan. You mean that if he has this first ship free of en- 
cumbrance there is some provision in existing law whereby he cannot 
put a mortgage on it and you insure the mortgage ? 

Mr. Morse. Under existing law, the proceeds of the mortgage must 
be used to acquire the ship itself, the insured ship. 

The Cuarrman. The original ship ? 

Mr. Morse. Yes, sir. 

The CuarrMan. You cannot guarantee that mortgage for a second 
ship under existing law ? 

Mr. Morse. Under existing law we cannot guarantee a mortgage 
where the proceeds are to be used for the second ship. 

The Cuatrman. Mr. Tollefson? 

Mr. Totierson. As I understand this from what you say now, un- 
der present law you cannot insure a mortgage on one ship for pur- 
poses of obtaining money to be used on another ? 

Mr. Morse. That is correct. 

Mr. Totterson. This bill corrects this situation so that the owner 
could borrow money and get an insured mortgage on this ship to build 
this other ship under the terms of this bill. 

Mr. Morsr. Correct. 

Mr. Totierson. You cannot do it under present law. 

Mr. Morse. Correct. 





M 
chie 


tage 
mor 
own 
est | 
M 
sup 
sho 
N 
that 
N 
mel 
\ 

N 
hig 
hig 
(z0" 
wol 
an 
sole 
h 
hav 
} 
am 
ma 
pli 
not 
, 


the 
ma 
thi 
shi 
is | 
hig 


sp 


Ge 
he 
th 


ing 
du 
fin 
fin 
Wo 
an 
a) 
ibi 
un 
$a 


Tl 
St 








FINANCING OF SHIP CONSTRUCTION 13 


Mr. Totierson. As I understand, the real purpose of the bill or the 
chief objective of it is to permit the owner of the vessel to take advan- 
tage of the money mi: arket. In other words, if the interest rates on the 
money market are up, then he can use his own money or more of his 
own money to put into a ship and borrow money only when the inter- 
est rates are down. Does this not give him that opportunity ? 

Mr. Morse. That gives him that flexibility but I would not want to 
support it only on that basis because I do not think that shipowners 
should be speculating on the interest market. 

Mr. Toutierson. That would not cost the Government anything. If 
that were the only objective, what would it cost the Government ? 

Mr. Morse. If they speculated and lost, it would cost the Govern- 
ment possibly in rec apture possibilities. 

Mr. Totierson. There is no speculation involved. 

Mr. Morse. If their judgment was wrong and the interest rate was 
higher than they antic ipated it would be 3 years forward, if it was 
higher in 1962 than it is in 1959, it could be disadvantageous to the 
Gov ernment, so that Iam in support of the principle of the bill; but I 
would not want to justify it on the basis that it would give the operator 

an opportunity to decide when it is best for him to place his mortgage 
solely in respect to the question of the interest rate. 

Mr. Totterson. Would you rather support it on the basis that you 
have explained ? 

Mr. Morse. Yes, sir. It is just as if I am in the stock market and I 
am not smart enough to buy on the low market and sell on the high 
market. I think you ought to average out. I think the same thing ap- 
plies on shipowners. They are in the steamship business. They are 
not in the financial alae 

Mr. Totierson. Of course, I happen to slightly disagree with you 
there. They have to be very concerned, it seems to me, w ith the money 
market. If the experience over a long period of years shows that at 
this point the interest rates are way up, then certainly I think the 
shipowner ought to be able to exercise some judgment and say: “This 
is the time to use my own money and not to borrow at a terrifically 
high rate.” 

I think any businessman would do that. I would not consider that 
speculating, but that is just a point of view. 

The Cuarrman. There is a very strong letter from the Comptroller 
General with respect to this bill, and I think that there isa paragraph 
here which should be read into the record at the present time so that all 
the members could understand it. 

Iam quoting the letter: 

The bill would enable a prospective owner to use his own resources for financ- 
ing a new vessel without losing the benefit of the mortgage insurance later 
during the 20-year life of the vessel, if the mortgage proceeds are to be used to 
finance the construction of other new vessels, or for this purpose and the re- 
financing of an existing mortgage on the original vessel. This arrangement 
would delay borrowings until needed, and could result in a saving in interest 
and mortgage insurance costs, a reduction in the life of the insured mortgage 
a better utilization of reserve funds by subsidized operators, and greater flex- 
ibility in the financing of new ship construction. Furthermore, the conditions 
under which the insurance commitment must be exercised appear adequate to 
safeguard the interests of the Government. 

That is a very strong statement from the Comptroller General 
Support of this legislation. 


48513—59——_3 
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Mr. Totterson. You have no objection to it at all ? 

Mr. Morse. None at all. 

Mr. Totrerson. I have no further questions. 

The Cuatrrmuan. Mr. Ray. 

Mr. Ray. I have no questions. 

The Cuatrman. Mr. Mailliard. 

Mr. Mariurarp. I have no questions. 

The Cuatmman. Mr. Pelly. 

Excuse me, Mr. Downing. I am happy to have you here. 

Mr. Downtna. I am happy to be here. 

Mr. Petiy. Actually, this could work to the benefit of the Federal 
(sovernment, could it not? 

Mr. Morse. Yes. 

Mr. Petry. Because if the company pays less interest, it could in- 
crease the recapture provisions of the law and therefore the Govern- 
ment would actually gain considerably by the saving in interest which 
the company itself would make. 

Mr. Morse. That is one of the definite advantages. 

Mr. Pretiy. That is all, Mr. Chairman. 

The Cuatrrman. Mr. Downing. 

Mr. Downina. Are there other advantages so far as the Govern- 
ment is concerned in this proposed legislation ? 

Mr. Morse. Yes; it reduces the duration of the risk of the insured 
mortgage. For example, on the first ship instead of having the mort- 
gage on for 20 years, assuming it is a 20-year mortgage, you would 
have it on under our suppositious case only for 17 years, so that there 
is less risk to the Government also. 

Mr. Downrnc. Thank you. I have no further questions. 

The CuatrMan. This is so good that it interests me as to why it has 
never been thought of before. Under existing law, if this man had $10 
million in the kitty, why could he not go ahead and build his vessel 
anyway and then mortgage it for his second vessel? Existing law 
does not allow you to mortgage an existing vessel for the construction 
of a new vessel. 

Mr. Morse. It does not. 

The Cuatrman. That is what this clears up. He could mortgage 
but you could not insure. 

Mr. Morse. That is right. 

The Cuarrman. Mr. Drewry. 

Mr. Drewry. Mr. Morse, as has been mentioned, a similar propo- 
sition was considered last year, and from your statement the net effect 
appears to me to be virtually identical to that which passed the House 
last year. Is that correct? Is that your understanding ? 

Mr. Morse. This is Mr. William Burchill, from our General Coun- 
sel’s Office. 

As I understand from Mr. Burchill, H.R. 287 was the bill which 
passed the House last year. That is not the bill which we are sup- 
porting. 

Mr. Drewry. I understand that, but I want to know what is the 
difference as to the purpose of the two bills. 

Mr. Morse. The purposes are identical. 

Mr. Drewry. As I recall, there was some objection to last year’s 
version of what is submitted this year as H.R. 287. 
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Mr. Mors. Yes; we are objecting to H.R. 287 because it permits 
the placement of an insured mortgage on older ships. The two bills 
which we are supporting would permit mortgage insurance on the 
Argentina and Srazil even though they are delivered ships, because 
we have an outstanding commitment to insure those mortgages up to, 
as I recall, 1 year from the time they are delivered by the ship- 
yards, but the bill which we do not support would permit us to insure 
amortgage on World War II vessels, for example, and we do not sup- 
port that for several reasons. 

Mr. Drewry. That isthe main difference / 

Mr. Morse. Yes; that is the only fundamental difference. 

Mr. Drewry. Are there differences as to form ? 

Mr. Morsr. Let Mr. Burchill speak to that, please. 

Mr. Burcu. The difference is partly one of form, partly it is 
one as to the coverage of the bill in that H.R. 287 would cover a good 
many more ships. 

The CuarrMan. Is H.R. 287 the same as H.R. 5919? 

Mr. Burcuitu. No, sir. 

The CHatrMan. You do not mean that my friend, Mr. Tollefson, 
was more liberal ¢ 

Mr. Touierson. I just introduced the bill we passed last year. 

Mr. Burcuity. Also under 287 the economic soundness of the vessel 
that is to be constructed rather than the economic soundness of the 
vessel that will be subject to the mortgage. 

Mr. Drewry. That is all I wanted to get. 

The Cuatrman. I want a little more information about that. The 
Senate bill, in S. 1434 in other words, says it must be a new vessel on 
which you are taking this mortgage to build the second vessel. Is 
that it in so many words? 

Mr. Morse. Yes, sir; or a ship on which we have an existing com- 
initment to provide insurance. That is to take care of the Argentina 
and the Braz. 

The CuatrMan. I was getting tothat. You make that commitment 
at the time a new ship is put into operation ? 

Mr. Morse. No; we make the commitment before the keel is laid. 

The Cuatrman. When they lay down this new ship, you make the 
commitment of what length of time ? 

Mr. Morse. Under existing regulations, the commitment must be 
picked up within 1 year from the time the vessel is delivered. 

The Cuairman. And for the purpose of new construction ¢ 

Mr. Morse. Under the existing legislation, for the purpose of new 
construction or reconditioning the insured vessel only. 

The CHarrman. You say you make a commitment to insure a 
mortgage on the new ship within 1 year for the purpose of modifica- 
tion of the new ship or construction of a new ship. Is that it? 

Mr. Morse. Let us talk about a modification of an existing ship. 

The Cuarrman. That is a new ship. What about another ship ‘ 

Mr. Morse. We can insure a mortgage on an existing ship for major 
reconditioning but the proceeds of the mortgage must be used only 
for the reconditioning of that specific ship. 

That is under existing legislation. Also under existing legislation 
we can insure a mortgage for the financing of the construction of a 
new ship but the mortgage on that new ship, the proceeds must be 
used only for the cost of that specific ship. 
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The Cuarrman. So that under this, as I understand it, you would 


: ; : ; 

negotiate to 1 year from the time of the ship being commissioned to 

insure a mortgage on that new ship for the purpose of modification 
of another existing ship or the building of a new ship? 

Mr. Morse, No, Mr. Bonner. We have two separate situations 

. . . . . . mM 

We have authority under existing legislation to insure a mortgage 

for the construction of a new ship. . 


Under our regulations, we issue a letter of commitment before the 


keel is laid which says that, assuming they meet all of our conditions, 


we will insure the mortgage on that new ship when completed pro. 
vided they place the mortgage on that vessel not later than 1 year 


after its delivery. The proceeds of that mortgage must be used to | 


pay for that specific new ship. 


TI 4 . _: . ° ° } 
1e second situation is where an owner having an older ship wants 


to make major modifications of that old ship. There, assuming the 
vessel is free of mortgage, we can insure a mortgage on that old ship 
for the purpose of paying for the reconditioning of that old ship, so 
that we have the two situations. 

Mr. THompson. May I ask one question there, Mr. Chairman? 

The CuarrMan. Yes,sir. 

Mr. Tuompson. You say the reconditioning of an old ship. That 
includes also the modification of an old ship to place it into a different 
kind of service ? 

Mr. Morse. I should have said modification or improvement, rather 
than reconditioning. 

Mr. Tuompson. It is all subject to your approval ? 

Mr. Morse. Yes, sir. 

The Cuarrman. Are there any other questions ? 

All right. 

Mr. Morsr. One other objection that we have to Mr. Tollefson’s 


a 


bill is that the amount of the mortgage has reference to the price | 


that was paid on the old ship by the owner. 


Now, the value of ships fluctuates so that the price the owner may | 
have paid may have little or no relationship to its actual going market | 


value as of the date we put on the mortgage. 

Mr. Totxierson. As I indicated to the chairman, I simply dropped 
into the hopper the bill that the committee and the House passed last 
year and, as I remember it, that bill did have the support of the ad- 
ministration at that time. It does not make any difference, of course, 

Mr. Morse. Mr. Burchill reminds me that we did ask for amend- 
ments, which were not approved. 

Mr. Toutierson. To take care of this situation ? 

Mr. Morse. Yes, sir. 

The Cuarrman. Are there any further questions? 

The Senate bill, 1434, has passed the Senate with the amendments 
that you would desire included in H.R. 5919 4 

Mr. Morse. Yes, sir. 

The CuHarrman. So that the best thing for the committee to do is 
to substitute the Senate bill for the House bill, since it has already 
passed the Senate. 

Mr. Morse. That would be our view, Mr. Bonner. 

The Cuatrman. Mr. Purdon, do you want to come forward? 
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STATEMENT OF ALEXANDER PURDON, EXECUTIVE DIRECTOR, 
COMMITTEE OF AMERICAN STEAMSHIP LINES; ACCOMPANIED 


BY FRANK NEMEC, SENIOR VICE PRESIDENT, LYKES BROS. 
STEAMSHIP CO., INC, NEW ORLEANS, LA., AND CHAIRMAN, 


VESSEL REPLACEMENT COMMITTEE OF CASL 


Mr. Purvon. Mr, Chairman, I am Alexander Purdon, executive di- 
rector of the C ‘ommittee of American Steamship Lines. We are here 
in support of H.R. 5919 amended to conform with S. 1434 or, as the 
chairman himself has suggested, 5. 145+ itself. 

I have with me Mr. Frank A. Meenas, senior vice president of Lykes 
Bros. Steamship Co., Inc., of New Or leans, La., who appears as ¢ hair- 
man of the vessel replacement committee of C ASL. 

So as not to further confuse the issue, I will merely say that 5. 1434 
isa satisfactory bill, has the unanimous support of the industr ry, and, 
as you have heard, of the Government, I think it does everything 
that we wanted the bill to do. This is a new and advantageous de- 
velopment and, as the chairman has pointed out, why did we not think 


of it before ? 
We have been moving gradually and steadily into this private 


financing and, as we learn more, we see problems and we attempt to 
solve them. 

It is, in its objectives, comparable with the bill which passed last 
year. Tt differs in form only merely because the bill you passed last 
year amended pertinent sections of the statute and this one adds a 
new section. 

That is why it appears different but it is not in substance essen- 
tially different and it gives us the flexibility in financing that we 
sought in the early bill and that you approved for us to “have. 

I “think, sir, I will stop right there and ask Mr. Nemec, with your 
permission, if he will highlight for you the objectives of this legis- 
lation so that you will have it clearly in the record. 

The CHarMan. Go right ahead. 

(The statement referred to follows :) 


STATEMENT OF ALEXANDER PURDON, EXECUTIVE DIRECTOR, COMMITTEE OF AMERICAN 
STEAMSHIP LINES, IN Support oF H.R. 5919 


My name is Alexander Purdon. I am executive director of the Committee of 
American Steamship Lines and I appear here today to express the support of 
our organization for H.R. 5919. I am accompanied by Mr. Frank A. Nemec, 
senior vice president of Lykes Bros. Steamship Co., Inc., of New Orleans, La., 
who appears as chairman of the Vessel Replacement Committee of CASL, also 
in support of H.R. 5919. With your permission, I would like to relate the history 
of this legislation and then I will call on Mr. Nemec to outline its purposes. 

This bill is similar in purpose and effect to H.R. 8129 of the 85th Congress 
which was favorably reported by this committee in H. Res. 2344 and passed 
by the House of Representatives. H.R. 8129 was not acted on by the Senate. 
H.R. 287, a bill identical to H.R. 8129, was introduced in the 86th Congress by 
Mr, Tollefson. 

The Senate has held hearings during this session of Congress on two bills, 
S. 1484 and 8. 1457. S. 1434, as introduced was identical to H.R. 5919. S. 1457 
was comparable to H.R. 287 (this is Mr. Tollefson’s bill—this session). Both 
Senate bills had similar objectives. Both arrived at these objectives by different 
routes. The Senate Interstate and Foreign Commerce Committee requested 
the Maritime Administration, which was supporting S. 1434 and the industry 
which was supporting S. 1457, to meet and work out language which would be 
Satisfactory to both. This was done. S. 1434, as amended, was passed by the 
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Senate on May 12, 1959. The language in this bill, as amended, is satis 
to both industry and Government and has been approved by the Senate. 

At this state of the game, I taink it can fairly be said that H.R. 5919 has the 
unanimous support of industry and the governmental agencies concerned. Per. 
haps it should be reemphasized that, as you said in your Report No, 2344 the 
bill involves no anticipated or ascertainable additional costs to the Government. 
7 It would be our recommendation that H.R. 5919 be amended to conform with 
S. 1434, and we urge that it be reported favorably by your committee. 

Mr. Nemec. Mr. Chairman, there is very little we can add to the 
testimony of Mr. Morse except to record our wholehearted endorse. 
ment of the purposes of the bill. 

In simple terms, the bill permits a shipowner to employ his own 
financing resources to the fullest extent by avoiding unnecessary bor- 
rowing, reducing interest costs and debt charges. He can later, under 
the terms of the bill, place Government-insured mortgages on vessels 
already delievered which he is not permitted to do under existing 
legislation. : 

It has, as Mr. Morse pointed out, the benefit to the Government of 
reducing exposure by minimizing the amount of ship mortgage guar- 
antees outstanding at any particular time. 

It has another benefit to the shipowner in that it provides him ad- 
ditional financing flexibility by enabling the ship owner to borrow 
money at a time and place of his own choosing. 

In simple terms again, this is very much akin to the financing of a 
public utility, debt. Debt financing in the shipping industry is going 
to become a major problem in the future and the manner in which a 
shipowner is able to manage his debt financing will in the long run con- 
tribute greatly to the results of his operations. 

The present bill does give additional flexibility to that financing an] 
therefore is beneficial. 

It has another interest in the new form of bond financing. It will 
permit the grouping of a number of freighters under a single offering 
so that one bond offering may cover the financing required for, say, 
four or five freighter vessels. 

As it is now drawn, the necessity of putting a mortgage on a ship 
within the limitations provided under the present legislation would 
not permit that. 

In effect, therefore, it preserves for us access to the bond market as 
distinct from the solely institutional borrowing market. 

Further, by permitting us to group these freight ships under one 
public offering, one bonding offering, it will sive us money in the 
underwriting costs, in all of the various debt expenses which are neces- 
sary to float such bond issues. 

Those are the secondary benefits and we think they are quite valuable 
as we are proceeding into this field of public financing. __ 

In my formal statement we have outlined in more detail the manner 
in which this works. 

If you like, I will review it with the committee, but I think you have 
through your questioning, Mr. Chairman, covered it thoroughly with 
Chairman Morse and there seems to be little point in going over it 
again. 

“The CratrmMan. You brought in something new here, the grouping 
of these freighter ships. What do you mean by that? Is that some- 
thing new ? 
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Mr. Nemec. What this bill will permit us to do is to take in a closer 
series than Mr. Morse has used. For example, assume that we are 
building four or five ships under one contract with delivery running 
over, say, a period of 2 years, which is not uncommon in shipbuilding 
today. One yard gets the shipbuilding contract and it has a delivery 
schedule which staggers the delivery to the owner over 5 years. He 
may have resources which would enable him to do his own construction 
financing but, as a new series of ships comes along, he will need money 
to progress that second series which again may be five or four. 

Under the present legislation, with the intention to borrow at close 
intervals so as to enable him to go forward, he would have to do it on 
a ship by ship basis which means that, for example, on a typical 
freighter today he would have to borrow $4 million apiece. The $4 
million makes it a very expensive bond offering. It would in some 
degrees foreclose him from making a bond offering. The costs would 
just be too high in an issue of that type, but since he would have suffi- 
cient money in his reserve accounts to pay for the four ships in full 
when they were delivered covering a span of 2 years, he could then 
group them and issue one offering of bonds covering the four ae 
and put the money in his reserve fund and use that immediately for 
the construction of the next group of ships as they come along. 

As is quite evident, it will save him the costs of going through four 
or five different financings with all of the underwriting costs, starting 
load costs, expense to the Government in reviewing these things, de- 
tailed approvals, and matters such as that. 

The Cuamrman. In other words, instead of the one ship these would 
be mortgages to build four additional ships? 

Mr. Nemec. Exactly. 

Mr. Purpon. I think, Mr. Chairman, we should point out that this 
is not new language or a new provision in the bill at all. It does not 
make it any different than the bill you passed last year. It is only a 
new application and a new advantage that we see in the legislation. 

Mr. Nemec. That was brought out in our conversations with the 
underwriters following the Grace issue which was the first experience 
we have had with bond offerings which was very successful and we are 
anxious to maintain this access to these borrowed capital markets. 

Mr. Troompson. On just what the chairman asked and to which you 
agreed, is there an amount of capital available to be put into a new 
addition ? 

The Cuatrman. These are four new ships just being completed. 

Mr. Nemec. Yes. It is quite a practical case today. Their delivery 
would run over a period of a year and a half and 2 years. They are 
delivered in series and, as they are outfitted, we receive them. 

Mr. Tuompeson. So that the mortgage would actually be placed on 
an existing ship for the construction of a new ship ? 

Mr. Nemec. That is correct. 

Mr. Tuomrson. That is considering the values are there ? 

Mr. Nemec. Yes. 

Mr. Tompson. At which point if ever does a mortgage occur on 
the new ship that is being built ? 

Mr. Nemec. If the example follows along, then having paid for the 
second group of ships you would mortgage them for the third so that, 
in effect, you are one step behind in that type of approach. It will 
vary but this illustrates the flexibility it provides. 
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The second benefit to the owner in that kind of an example is this, 
Mr. Chairman: This interim financing or construction finane ing of 
ships is not an inexpensive financing. Banks and institutional com- 
panies like commitment fees for the entire amount that you are going 
to require so that, under this type of approac h, in the illustration T 
have given to you, the owner could finance it out of his reserve funds 
avoiding going to the outside capital market at all while the Ships 
are being | built. He would save the necessity of getting interim insur- 
ance commitments from the Government, save the commitment fees 
from the banking companies, as well as all of the fixed interest charges 
and ever ything else that would follow, ine luding the insurance e harges 
so that, if nothing more, it provides a real saving during the construe- 
tion period, and I think that is a very, very helpful development. 

The Cuairman. Mr. Morse, is this your understanding of the mat- 
ter which you did not go into? 

Mr. Morsr. We did not cover the fleet mortgage, but that is no 
problem. We can do that under existing legislation assuming the 
conditions existed. We would support it also on the grounds which 
Mr. Nemec has mentioned. 

Mr. THomeson. [ have one more question. 

Mr. Chairman, I want to say that I know Mr. Nemec to be one of 
the real experts in not only the operation but construction of ships, 
and his company is one of the leaders. 

Suppose you had a situation arise where a company had no ships not 
presently under mortgage and wanted to build one new vessel. Would 
this provide for mortgage guarantee on the new vessel itself when the 
keel 1s laid ora period of time after it is in use ? 

Mr. Nemec. Let me see if I understand the question first. 


Let me restate it in words that I think this would apply to perhaps. | 


Let us assume a company had built a number of ships and this 
legislation was in being. It had no mortgages on them, but these 
ships which had alre: ady been delivered to the owner were under the 
terms of the bill and the maritime commitment eligible for mortgage 
insurance. That is the existing state. These are recently built ships, 
after this bill is passed within a year or two so it is perfectly plain 
and simple. The owner runs into a period where he does not have 
any further funds in his reserve fund. It might be a period of operat- 
ing losses and he has not accumulated even depreciation which he 
normally would expect. However, he has a byilding commitment to 
the Government to proceed with a shipbuilding program but no cash. 
He does have the ability to mortgage his existing units. 

This legislation will permit him to mortgage those units in his 
present fleet to get the downpayment that he would need to be ahead 
with his construction program so that he will be able to fulfill his 
obligations to build. 

Mr. Tompson. At that point of my particular question T raised 
this question: Suppose the ships he does have are already mortgaged, 
not guaranteed by the Government but mortgaged. He has contrae cted 
for the new ships. He has no existing ships that are clear and would 
qualify under this act. Is there provision in this act to authorize 
the Government to guarantee a mortgage on the new ship whose keel | 
is being laid ? 

Mr. Nemec. Yes; that always exists, but under these Gireumetendan 
if he had no money at all he would not have the downpayment. 
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As you have recited it, he could place the mortgage on the new ship 
being ‘puilt, but he would be unable to proceed under those conditions; 
that is, not being able to insure a mortgage on his existing fleet. 

Mr. Tuompson. What is the usual downpayment required ? 

Mr. Nemec. ‘Twenty-five percent. 

Mr. Tuompson. If ‘he did have the 25 percent and no other vessels 
unencumbered, he could still get a mortgage guarantee on the keel of 
the ship being ¢ onstr ucted ¢ ; 

Mr. Nemec. Yes, sir. 

Mr. Tuompson. So that that would not preclude a company in 
= assed position from participating in the program ? 

Mr. Nemec. That is correct, sir. 

The Cuatrman. What Mr. Thompson speaks of is in existing law. 

Mr. Nemec. Yes, sir. 

Mr. Toompson. This does not change it? 

Mr. Nemec. Not at all. 

The CuarrMan. Are there any further questions ? 

Thank you very much. 

(The statement referred to follows :) 


STATEMENT OF FRANK A. NEMEC, CHAIRMAN, VESSEL REPLACEMENT COMMITTEE 
or CASI, IN Support oF H.R. 5919 


My name is Frank A. Nemec. I am a senior vice president of Lykes Bros. 
Steamship Co., Ine., of New Orleans, La., and appear here today as chairman 
of the Vessel Replacement Committee of CASL in support of H.R. 5919. 

Accordingly, I would like to outline rather briefly the underlying purposes 
and merits of H.R. 5919, particularly as they make more feasible the long-range 
ship replacement program of our companies. 

The bill which is before you is intended to permit title XI mortgages to be 
placed on vessels after they have been delivered to the owner. In simple terms, 
this bill will— 

(1) Permit a shipowner to employ his own financial resources to the 
fullest extent by avoiding unnecessary borrowing, thereby reducing interest 
costs and debt charges ; 

(2) Enable the shipowner later to place Government-guaranteed mort- 
gauges on vessels already delivered provided the proceeds are used for ship- 
building or similar purposes ; 

(3) Reduce Government exposure by minimizing the amount of ship 
mortgage guarantees outstanding at a particular time; 

(4) Provide additional financing flexibility by enabling a shipowner to 
borrow money at a time and place of his own choosing; 

(5) Facilitate public financing and distribution of ship bonds; and 

(6) Reduce the cost of freighter bond financing by permitting a number of 
ships to be grouped under a single public issue. 

Under the present law, guaranteed mortgages must be placed at the time 
ships are delivered by a shipyard or the guarantee privilege is lost. In sub- 
stance, the present bill permits guarantee mortgages to be placed after delivery 
of the ship to the owner, provided the proceeds are dedicated to new construc- 
tion, reconstruction, or the other purposes of the act. This is an important 
change, and one which will assist our industry in fulfilling its vast ship replace- 
ment obligations. 

At the present time, all members of CASI have ship replacement funds on 
deposit in statutory reserve funds. The yield on investment of these funds is 
about 144 to 2 percent less than the cost of borrowing money even with the aid 
of Government-guaranteed mortgages. This means that if a shipowner bor- 
rows mortgage money to finance his ships rather than using his own money, 
he suffers an economic loss of about 1144 to 2 percent on the funds he borrows. 

Let me illustrate this with an example. A shipowner has $10 million in re- 
Serve funds which can be invested immediately in freighter tonnage now under 
construction by paying for some units in full, or, alternatively, withheld to in- 
sure the necessary downpayments on another group of ships to be constructed 
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5 years yater. It appears to the owner that if all goes well, depreciation and 
other sources of money should be sufficient to meet the necessary downpayments 
on the group which is still 5 years away. However, if loss years intervene ang 
he does not earn depreciation, he will be unable to finance these downpayments 
unless he keps cash available. 

Under these circumstances—and without the ability to get mortgage money 
under title XI on the ships which will be fully paid—he probably will withhold 
some or all of this $10 million. The results of this follow: 


(a) Interest cost on $10,000,000 for $ years at assumed rate of 514 
percent (this rate which may be effective under present money 
market conditions, includes interest, guarantee costs, etc.) 5 Interest cost 
years at 5144 percent=27% percent interest on $10,000,000 or__ $2, 750, 000 
(0) Less: Interest earned on $10,000,000 invested in Government 
securities—5 years at 314 _ percent=17% percent on 
Sr Ee a En Rie cat 1, 750, 000 


ee 


moonomic loss: to the shinowner..........6562..55--5. 5.8 1, 000, 000 


At a spread of 14% percent the economic loss for this 5-year period would be 
$750,000—a sizable sum in any case. 

With the provisions of H.R. 5919 enacted into law, the shipowner would have 
no reluctance to invest this money in ships immediately, knowing that these 
ships could be mortgaged at a later date to provide funds necessary to proceed 
with his shipbuilding program. 

By creating more flexibility in financing, the provisions of H.R. 5919 make 
possible substantial other advantages. For example, if this bill were enacted 
into law, a shipowner would not be forced to obtain borrowed capital at the 
time a ship is delivered to him by a shipyard—as he must at present. With the 
financing flexibility afforded by this bill, he could postpone his borrowing unt) 
market conditions or interest rates were more favorable, thus enhancing the 
possibility of reducing the cost of his borrowings. By depositing any such 
borrowing in the reserve funds, the Government would be assured that the 
borrowed moneys would be used solely for the construction of new vessels or 
for the other purposes authorized by law. Under the bill, reductions in the 
interest cost of borrowed money such as occurred in the first 4 months of 195x 
would create opportunities for a shipowner to mortgage existing units of his 
fleet at lesser rates of interest, possibly saving large sums of future interest and 
making the entire venture more attractive from the financial point of view. 
Government exposure under the title XI guarantees would also be reduced. 

Another important feature of the bill is that it makes more feasible the under. 
writing and public offering of bonds covering a group of freighters. 

In simple terms, the additional flexibility extended under the bill would enable 
management to maintain access to practically all of our capital markets and 
strengthen the ability to undertake debt financing at a time and place of their 
own choosing. 

This bill is in the interest of the entire merchant marine since— 

1. It puts a “subsequent” berrower on the same basis as an “initial” 
borrower ; 

2. It enables shipbuilding capital to be conserved by reducing debt 
expense ; 5 

3. By permitting mortgages to be placed on existing vessels to aid in the 
construction of new vessels, it assures fulfillment of the Government/ 
industry vessel replacement program ; 

4. Flexibility permits more realistic negotiation by the shipowner on in- 
terest rates and terms, enhancing financial prospects. This fact and the 
delayed issuance of mortgage guarantees reduces exposure of the Govern- 
ment. 

As chairman of the vessel replacement committee of CASL, I should like to 
record our strong endorsement of H.R. 5919. It is our recommendation that 
H.R. 5919 be amended to conform with S. 1434 already passed by the Senate. 


The CHatrman. Without objection, we will place in the record at 
this point a letter from the American Merchant Marine Institute, 
signed by Alvin Shapiro, vice president, and a letter from the Pacific 
American Steamship Association, signed by its vice president, J. Mon- 
roe Sullivan, both endorsing the legislation. 
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(The letters referred to follow :) 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D.C., June 5, 1959. 
Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, House of Representa- 
tives, Washington, D.C. 

My Dear Mr. BonNeER: The American Merchant Marine Institute, a trade asso- 
ciation representing a preponderance of American-flag shipping, supports the 
pasie principles embodied in H.R. 5919 which has been referred to your com- 
mittee for consideration. 

Enactment of the proposed legislation would assist materially in the vessel 
improvement and replacement programs of U.S. shipowners. The bill would 
amend existing law so as to allow the steamship operators to defer placing 
the mortgage on the ship until such time as they could get the best possible 
interest rate, yet still retain the right to be eligible for mortgage insurance. 
This would provide the flexibility necessary to enable the owner to make the 
most economical use of his own funds and to select, within the limits of his 
resources, the most favorable time to resort to private borrowing. And this 
would be accomplished with no increase of Government risk or need for addi- 
tional Federal expenditure. 

Under existing legislation, the shipowner’s only opportunity to raise money 
on a given vessel by a mortgage insured under title XI is confined to the time 
when the vessel is under construction, reconstruction, or reconditioning. The 
effect of this restriction frequently is to force him to obtain private financing 
at a time when interest rates are high. The restriction in some cases results 
in an economic loss to the American merchant marine and, consequently, to the 
Government. Conversely, the granting of express authority to allow insurance 
on mortgages covering existing vessels to aid in financing the construction, 
reconstruction, or reconditioning of additional vessels would under certain cir- 
cumstances enable considerable savings of interest to be effectuated, the benefit 
of which would inure to the American merchant marine and, consequently, to 
the Government. 

Since industry witnesses will present in detail the arguments in support of 
this proposed legislation, we will not burden the record with a separate state- 
ment setting forth all the points in support thereof. Further, inasmuch as 8. 
1434, which has been referred to your committee, has the same substantive pur- 
pose as H.R. 5919 and has already been passed by the Senate, it is our hope 
that your committee will give consideration to reporting upon the Senate 
version. 

We ask that this letter be incorporated in the record on this subject. 

Respectfully, 
AtvIn SHaptro, Vice President. 





Paciric AMERICAN STEAMSHIP ASSOCIATION, 
Washington, D.C., June 5, 1959. 
Hon. Hersert C, BONNER, 
Chairman, Merchant Marine and Fisheries Committee, 
Old House Office Building, Washington, D.C. 

Deak CONGRESSMAN BONNER: The Pacific American Steamship Association, 
which represents a large majority of the American flag ship operators serving 
the Pacific coast range, strongly endorses the principle embodied in H.R. 5919. 
We strongly support the language of S. 1434 which has passed the Senate and 
recommend that H.R. 5919 be amended to conform therewith. 

The purpose of this legislation is to provide greater flexibility in the private 
financing of ship construction. This legislation will benefit both subsidized 
and unsubsidized operators which are represented in our association and would 
further implement the basic objectives of title XI of the Merchant Marine Act 
of 1936. 

This legislation provides a better opportunity for the prudent management 
of financing for steamship operators who finance construction under the pro- 
visions of title XI. This is accomplished by the simple device of permitting 
an operator to pay cash for his ship when interest rates are high and mort- 
gaging it later to finance new construction when interest rates are more favor- 
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able. Thus being enabled to choose the best time for his borrowings, he cap 
reduce interest costs with obvious advantage, and, in the case of subsidizeg 
operators, the potential savings in interest costs would be reflected in increageq 
recapture by the U.S. Government. 

It is respectfully requested that this letter be made a part of the record of 
these hearings. 

Very truly yours, 
J. MonROE, SULLIVAN, Vice President. 


New York, N.Y., June 5, 1959. 
Hon. Hersert C. BONNER, 
Chairman, House Committee on Merchant Marine and Fisheries, 

House Office Building, Washington, D.C. 

The Shipbuilders Council of America understands that the Committee on 
Merchant Marine and Fisheries is holding a hearing today on S. 14384 and 
H.R. 5919 to amend title XI of the Merchant Marine Act with respect to 
insurance of ship mortgages. Council desires to go on record as in favor of 
the objective of these bills. 

L. R. STanrorpD, President. 

The Cuatrman. The committee will go into executive session. 


(Whereupon, at 10:50 p.m., the committee proceeded to executive 
session. ) 
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MONDAY, JUNE 29, 1959 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON Mercuant MARINE, 
or THE COMMITTEE ON MercHANnT MARINE AND FIsHertgs, 
Washington, D.C. 

The subcommittee met at 10:10 a.m., pursuant to call, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 

Present: Representatives Bonner, Miller, Casey, Tollefson, Van 
Pelt, Ray, and Pelly. 

Staff members present : John H. Drewry, chief counsel, and William 
B. Winfield, clerk. 

The CuHairman. The committee will consider H.R. 7772, to amend 
title XI of the Merchant Marine Act, 1936, as amended, to provide for 
the deposit of funds in escrow with the Secretary of Commerce, to 
provide for the payment of insurance, in part, on the basis of such 
deposits, and for other purposes. 

(H.R. 7772 is as follows:) 

[H.R. 7772, 86th Cong., 1st sess. ] 


A BILL To amend title XI of the Merchant Marine Act, 1936, as amended, to provide for 
the deposit of funds in escrow with the Secretary of Commerce, to provide for the pay- 
ment of insurance, in part, on the basis of such deposits, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the proviso in subsection (f) of section 
1101 of the Merchant Marine Act, 1936, as amended (46 U.S.C., sec. 1271(f) ), is 
amended to read as follows: “Provided, That in no event shall the Secretary of 
Commerce pay as insurance under this title in respect of the unpaid balance of 
the principal of a mortgage or loan an amount in excess of 75 per centum, or 
8714 per centum, as the case may be, of the amount paid by or for the account of 
the mortgagor or borrower for the construction, reconstruction, or reconditioning 
(including designing, inspecting, outfitting,and equipping) of such vessel, execpt 
that if the mortgagor or borrower creates an escrow fund as authorized by section 
1109 of this Act, the amount that shall be paid as insurance is the interest on 
and the unpaid balance of the principal of such loan or mortgage’’. 

Sec. 2. Section 1102 of the Merchant Marine Act, 1936, as amended (46 U.S.C., 
sec. 1272), is amended by striking out “section 1109 (46 U.S.C. 1279)” and insert- 
ing in lieu thereof “section 1110 of this Act”. 

Sec. 3. The second and third sentences of subsection (d) of section 1104 of 
the Merchant Marine Act, 1936, as amended (46 U.S.C., sec. 1274 (d)), are each 
amended by striking out the period at the end thereof and inserting in lieu 
thereof a comma and the following: “except that a lower charge may be fixed 
for that amount of insurance equal to the amount of funds deposited in escrow 
with the Secretary of Commerce pursuant to section 1109 of this Act.”’. 

Sec. 4. Subsection (e) of section 1104 of the Merchant Marine Act, 1936, as 
amended (46 U.S.C., sec. 1274(e)), is amended by inserting ‘for services in 
connection with the escrow fund authorized by section 1109 of this Act,” immedi- 
ately after ‘“commitmen:s,”. 


9 5 
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Sec. 5. Subsection (f) of section 1104 of the Merchant Marine Act, 1936, as 
amended (46 U.S.C., sec. 1274(f)), is amended by striking out “the provisions of 
section 1101-1109 (46 U.S.C. 1271-1279) of’’. 

Sec. 6. Section 1109 of the Merchant Marine Act, 1936, as amended, is amended 
to read as follows: 

“Sec. 1109. (a) In connection with the insurance of loans and mortgages, the 
Secretary of Commerce is authorized to accept a deposit in escrow in an amount 
which at the time of such deposit is equal to (1) the excess of the principal of 
such loan or mortgage over 75 per centum, or 8714 per centum, as the case may be 
of the amount paid by or for the account of the mortgagor or borrower for the 
construction, reconstruction, or reconditioning (including designing, inspecting, 
outfitting, and equipping) of the vessel, (2) with interest thereon for the period 
of the escrow agreement. 

“(b) The Secretary of Commerce shall, as specified in the escrow agreement, 
disburse the escrow fund to pay amounts the mortgagor or borrower is obligated 
to pay as interest on such loan or mortgage or for the construction, reconstruc- 
tion, or reconditioning (including designing, inspecting, outfitting, and equip. 
ping) of the vessel, except that if insurance becomes payable under the inp- 
surance contract prior to the termination of the escrow agreement, all amounts 
in the escrow fund at the time such insurance becomes payable (including real. 
ized income which has not yet been paid to the borrower or mortgagor) shall, sub- 
ject to the application of mortgage provisions contemplated by section 1104(a) 
(10) of this Act, be paid into the Federal Ship Mortgage Insurance Fund and 
(1) be credited against any amounts due or to become due to the Secretary of 


Commerce from the borrower or mortgagor with respect to the insured loan or 
mortgage and (2) to the extent not so required, be paid to the borrower or 
mortgagor. 

“(c) If insurance has not become payable under the insurance contract prior 
to the termination of the escrow agreement, any balance of the escrow fund at 


the time of such termination shall be disbursed by the Secretary of Commerce 
to prepay the excess of the principal of the loan or mortgage over 75 per centum, 
or 871% per centum, as the case may be, of the actual cost of the vessel to the 


extent paid, and to pay interest on such prepaid amount of principal, and the 
remainder of such balance of the escrow fund shall be paid to the borrower 
or mortgagor. 

“(d) The Secretary of Commerce may invest or reinvest all or any part of 
the escrow fund in marketable interest-bearing obligations of the United States 


and its agencies (including the Federal National Mortgage Association, Fed. 
eral land banks, Federal intermediate credit banks, Federal home loan banks, 


and banks for cooperatives) or in obligations fully guaraneed and/or insured bv 
the United States with such maturities that such fund will be available as re 
quired for purposes of the escrow agreement. 


“(e) Any income realized on the escrow fund shall, upon receipt by the See. 
retary of Commerce, be paid to the borrower or mortgagor. 


“(f) The escrow agreement shall contain such other terms as the Secretary 
of Commerce may prescribe. 
“Sec. 1110. There is hereby authorized to be appropriated the sum of 


$1,000,000 and such further sums as may be necessary to carry out the provisions 
of this title.” 


The CHATRMAN. Mr. Metz. Chief, Office of Government Aid, Mari- 
time Administration. 


STATEMENT OF ELMER E. METZ, CHIEF, OFFICE OF GOVERNMENT 
AID, MARITIME ADMINISTRATION 


Mr. Merz. I have a prepared statement, Mr. Chairman. 

The purpose of this bill, H.R. 7772, is to authorize the Secretary of 
Commerce, notwithstanding the limitation of section 1101(f), to pay 
as insurance under title XI of the Merchant Marine Act, 1936, an 
amount equal to 75 percent or 8714 percent of the “actual cost” of the 
vessel which is security for the insured loan or mortgage. 

Under existing law the Secretary of Commerce can insure the inter- 
est on and principal of a loan or mortgage which has a principal 
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amount which does not exceed the foregoing percentages of the “ac- 
tual cost” of the vessel, but he cannot under all circumstances pay this 
amount as Insurance. 

Section 1101(f) of the Merchant Marine Act, 1956, defines “actual 
cost” as (i) all amounts paid by or for the account of the borrower 
or mortgagor for the construction, reconstruction, or reconditioning 
of the vessel, plus (ii) all amounts the borrower or mortgagor is obli- 
vated to pay for such purposes, A proviso to section 1101(f), how- 
ever, limits the amount that the Secretary of Commerce may pay as 
insurance Of the principal of the loan or mortgage to an amount, not 
in excess of 75 percent or 8714 percent of amounts paid by or for the 
account of the borrower or mortgagor for the foregoing purposes. 

The amount paid by or for the account of the borrower or mort- 
gagor could be less than the “actual cost” of the vessel as defined in 
the act, either because (a) there is a default under the construction 
loan, before the ship is completed, which gives the lender a right to 
tender to the Secretary of Commerce an assignment of the loan agree- 
ment and the evidence of indebtedness and to demand payment of the 
insurance, and the lender does so, or (4) the vessel costs the borrower 
less than the amount which was determined to be the “actual cost.” 
The latter event could happen, for example, because there was less 
escalation than was estimated at the time the actual cost determination 
was made. If either of these events happen, the amount the Secre- 
tary of Commerce could pay as insurance would be less than the prin- 
cipal of the loan or mortgage which he insured. 

This would make no difference if the construction loan were avail- 
able only in installments as needed, since we would require the loan 
agreement to provide that the lender would disburse the loan only to 
make progress payments on the vessel. To the extent that 75 percent 
of the amount paid for the account of the borrower is less than the 
principal of the loan, therefore, the loan would remain undisbursed 
and the amount the Secretary of Commerce could pay as insurance 
would make the lender whole. 

The situation, however, is different if the operator elects to finance 
his vessel through a public issue of bonds and wants to issue the 
securities before the vessel is completed, thus combining in the bond 
issue the construction loan and the mortgage loan, The bonds would 
be in the principal amount of 75 percent of the actual cost of the 
vessel as determined by the Secretary of Commerce before the vessel is 
built, which is the amount the Secretary of Commerce would insure 
under sections 1103 and 1104, but because of the proviso to section 
1101(f) this amount might exceed the amount the Secretary of Com- 
merce could pay as insurance. This could happen either because of 
a default under the loan before the vessel is completed or because 
the actual cost as determined by the Secretary of Commerce would ex- 
veed the amount the borrower or mortgagor has paid to construct 
the ship. 

The bill endeavors to remedy this situation by authorizing the 
Secretary of Commerce to pay as insurance 75 percent or 8714 percent 
of the actual cost of the vessel (which is the same amount that the 
Secretary of Commerce insures under secs. 1103 and 1104) if the 
borrower or mortgagor creates an escrow fund as authorized by the 
amendment to section 1109. The purpose of the escrow fund is to 
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furnish the United States security for that part of its insurance 
obligation which is not represented by amounts paid by the borrower 
or mortgagor for the construction of the ship. If a default occurs 
before the actual cost of the ship has been invested in the ship, the 
escrow fund would be available to reimburse the United States fop 
that part of 75 percent (or 8714 percent) of the actual cost of the 
ship which has not yet been invested in the ship. If the vessel does 
not in fact cost as much as the Secretary of Commerce has determined 
is the actual cost of the ship, the escrow fund would be used to pay 
off the excess bonds so that the principal amount of the bonds remain. 
ing outstanding would not exceed 75 percent (or 8714 percent) of 
the amount paid by the borrower or mortgagor for the construction of 
the ship. 

The purpose of the proviso in section 1101(f) is to avoid basing the 
liability of the United States for insurance of principal on an amount 
greater than the borrower or mortgagor paid for the vessel. The bill 
would amend the proviso to state expressly that the proviso is a limita- 
tion only an amounts that can be paid as principal, and it expects from 
the proviso loans and mortgages with respect to which escrow funds 
have been established under the amendment to section 1109. 

The amendment to section 1109 would authorize the Secretary of 
Commerce, in connection with a loan or mortgage, to accept a de- 
posit in escrow in an amount equal to (a) the excess of the principal 
of the loan or mortgage (which would be 75 percent or 8714 percent of 
actual cost) over 75 percent or 8714 percent of the amount that has 
been paid by or for the account of the borrower or mortgagor for 
the construction, reconstruction, or reconditioning of the vessel, plus 
(4) interest on such excess for the period of the escrow agreement. 

The actual cost of the vessel may include interest that is to be paid 
on the Joan during the period of construction. This is part of the 
principal of the loan. The purpose of requiring a second deposit 
of interest in the escrow fund is to permit the Secretary of Commerce 
to pay off the loan with interest if there is a default during the period 
of construction. If, for example, the actual cost of the vessel (includ- 
ing interest during construction) is $10 million, the principal of the 
loan could be $714 million, and if the borrower had not yet made any 
payment on the ship, this would be the amount of the escrow deposit 
with respect to principal. If a default should occur during the period 
of construction, the deposit of interest, over and above this amount, 
would enable the Secretary of Commerce to pay off this principal 
amount with interest. 

The bill authorizes the Secretary of Commerce to invest the escrow 
fund in “marketable interest-bearing obligations of the United States 
and its agencies (including the Federal National Mortgage Associa- 
tion, Federal land banks, Federal intermediate credit banks, Federal 
home loan banks, and banks for cooperatives) or in obligations fully 
guaranteed and/or insured by the United States with such maturities 
that such fund will be available as required for purposes of the es- 
crow agreement.” 

Under the bill the United States would be required to pay as in- 
surance the interest on and the unpaid balance of the principal of 
the loan or mortgage, in the event of a default, regardless of the 
amount in the escrow fund. The income from the escrow fund, on 
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the other hand, belongs to the borrower or mortgagor. To protect the 
interests of the United States, therefore, it is essential that the es- 
crow fund be invested in such a way that (@) no losses can be in- 
curred by the fund, and (6) the securities in which the fund is in- 
vested will be promptly paid at maturity so that payments required 
by the escrow agreement can be promptly made. In our opinion, 
this would preclude investment in any other securities than obliga- 
tions of the United States of such maturities that the fund would 
be available as required, even though such investment might earn 
less income for the borrower or mortgagor than would be earned 
through the exercise of the broader investment authority contained 


in the bill. at} 
We recommend, therefore, that the bill be amended by striking out 


lines 23 through 25 of page 4 and lines 1 through 6 of page 5 and 
inserting in lieu thereof the following: 

(d) The Secretary of Commerce may invest and re-invest all or any part of 
the escrow fund in obligations of the United States with such maturities that 
such fund will be available as required for purposes of the escrow agreement. 

Section 1103(d) of the act provides that the minimum and maxi- 
mum premium charges for construction loans shall be not less than 
one-quarter of 1 percent per annum and no more than one-half per- 
cent per annum of the average principal amount of the loan outstand- 
ing. The minimum and maximum percentages with respect to mort- 
gage loans are one-half percent and 1 percent. ; 

he bill provides that a lower charge may be fixed with respect 
to that amount of insurance equal to the amount of funds deposited in 
escrow. 

With the foregoing amendment that we have recommended with 
respect to investment of the escrow fund, the United States would 
be taking no risks with respect to the escrow fund, and, therefore, 
there would be no reason to make any premium charge for the amount 
of insurance equal to the average amount on deposit in the escrow 
fund. 

We recommend, therefore, that the bill be amended by striking 
out the words in. quotation marks in lines 18 through 21 of page 2 
and inserting in lieu thereof the following: 
excluding the average amount (except interest) on deposit in an escrow fund 
created under section 1109 of this act. 

The bill authorizes the Department to make a charge for its serv- 
ices as escrow agent. 

Section 1104(f) of the Merchant Marine Act, 1936, provides that 
all moneys received under sections 1101 to 1109 of title XI shall be 
deposited in the Federal Ship Mortgage Insurance Fund. Section 5 
f the bill would delete the reference to sections 1101 to 1109 so as to 
provide that all moneys received under the title shall be deposited in 
ihe Federal Ship Mortgage Insurance Fund. Since it is not intended 
that the escrow deposit be deposited in the Federal Ship Mortgage 
Insurance Fund, we recommend that section 5 of the bill be amended 
by inserting immediately before the period the following: 
and by inserting after the word “title” a comma and the words “except under 
section 1109” and a comma. 

With the amendments proposed, the Department recommends enact- 
ment of the bill. 
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The Cuarrman. Mr. Miller. 

Mr. Mituer. I have no questions. 

I would like to reserve some. I might make a few comparisoy 
here. Maybe the comparisons I have will be brought out in th 
meantime. 

The Cuairman. Mr. Tollefson. 

Mr. Totterson. There is a lot of language and I am not sure thy 
J understand it. Does this deal just w ith interest # 

Mr. Merz. No,sir. It deals with everything over the actual amow 
that has been paid on account of the construction, so that, if bond 
were sold before any work was done, anything over the 25 pere ent 1 
quired to be put down by the borrower would be deposited in thi 
escrow account plus the interest on that amount. 

Mr. Totierson. Just to have a specific case, suppose I am going} 
build a ship and I want mortgage insurance. Do I raise the money} 
issuing a bond issue ? 

Mr. Merz. That is under contemplation, ves. 

Mr. Totterson. Then the money that I get from the sale of bon( 
has to go into thisescrow fund ¢ 

Mr. Merz. That is correct. 

Mr. Totierson. That is not possible under the present law? 

Mr. Merz. No, sir, because we cannot issue the bonds and call the 
insured bonds under the provisions of the present act. 

The present act authorizes the Secretary of Commerce to issue co 
tracts of insurance and to make payment on that contract only in tly 
amount that has actually been paid by or for the account of the bor 
rower and in the case that you gave certainly not all of the amou 

raised by the bonds will at that time have been P aid. 

Mr. TotiErson. Does it apply to any other cases aside from thoy 
involving bond issues ? 

Mr. Merz. As the act is written, I think it would cover any situatia 
whether it was bond or not. 

Mr. Totterson. Is the reason for the bill primarily to take care ( 
bond issues ? 

Mr. Merz. Yes, I think that it was. 

Mr. Miter. Would the gentleman yield ? 

Mr. Touterson. Yes. 

Mr. Miter. Now, in the bill it provides that the interest on thi 
money could be deposited or certain investments could be made. Nov 
you are changing it so that this money has to be invested in Govem 
ment securities, is that right? Is that not the tenor of one of tli 
amendments that you are suggesting here / 

Mr. Merz. Yes, we are proposing that the investment authority 
limited to direct Government obligations. 

Mr. Mutter. Now, this is the money which belongs to the deposito 
although it is an escrow account / 

Mr. Merz. Yes, sir. 

Mr. Mitier. It means that he is going to have to take a lesser amou 
of interest than he could get on the open market ? 

Mr. Merz. There will possibly be some less return. 

Mr. Minter. Through insured Government obligations can he 10 
be allowed to get the maximum for this? I can see the palce where tl 
bonds may bear one rate of interest and while they are waiting! 
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construct a ship and the money is on deposit it is going to be a lesser 
rate of interest so that he is going to pay the difference. 

Mr. Merz. You must bear in mind the purpose of the deposit. The 
purpose of the deposit is not to make money. The purpose of the de- 
posit is to assure that the Government will ‘have that money available 
when the need arises. 

Mr. Miter. I appreciate that. On the other hand, you are penaliz- 
ing the borrower this difference during the period that the money may 
be raised and may sit there for a couple of years before you get rid 

of it. He is being penalized in the meantime. 

Mr. Merz. It is entirely optional with the operator as to whether he 
wishes to go the route of the escrow. 

Mr. Minter. It is optional as to whether he wants to build a ship. 
We are trying to encourage the building of ships. 

I am just trying to find out whether this is an added impediment 
that may be put in the way of financing some ship construction where 
the Government can be guaranteed its money in other ways. 

Mr. Merz. There are reasons why we are not in sympathy with the 
broader investment authority. The first is that the Maritime staff is 
not equipped as investment brokers. We do not have the staff either 
in number or in other qualifications to know which governmental 
agency’s securities will actually be paid when they mature. So that, 
we feel unable, 1 in the first place, to do it with our present staff and I do 
not think Congress has shown a disposition to be too lenient with us 
when we have asked for increased staff. 

Mr. Miter. I can appreciate your position there but I just wonder 
whether there is not some other place in Government that some of this 
information could be received. 

I do not like to see anything that is going to place more sand on the 
tracks and take the grease out of the wheels on this program of trying 
to encourage shipbuilding. That is all. 

Thank you, Mr. Tollefson. 

Mr. Totirrson. Could I ask you another question ? 

Does the industry generally support this bill ? 

Mr. Merz. Yes, it does. 

Mr. Totierson. They are satisfied so far as you know with this 
arrangement having-to do with investment in Government securities ? 

Mr. Mertz. I understand that they expressed satisfaction with the 
same amendment which I proposed in substance before the Senate 
committee. 

While I am not the proper one to bring this out, as to the difference 
Mr. Miller suggested in the income, a statement was filed, I under- 
stand, with the Senate committee showing that on a $10 million 
investment over a 2-year period the difference was $41,000, which, in 
my opinion, is a rather insignificant amount. 

That is all. Mr. Chairman. 
The Crarrman. Mr. Casey. 

Mr. Casey. I have no questions. 

The CHarrmMan. Mr. Van Pelt. 

Mr. Van Petr. Mr. Metz, would you just clarify for me this repeti- 
tion of 75 percent or 8714 percent ? 

Mr. Merz. Yes: 8714 percent insurance is permissible only if the 
vessel qualifies as a vessel eligible for 509(a). That is direct aid. 
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The statute title XI makes that distinction between the insurance 
which is permissible under 75 percent and that which is available for 
871% percent. 

Mr. Van Petr. Thank you. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. Ray. 

Mr. Ray. I have no questions. 

The CHarrman. Mr. Pelly. 

Mr. Petty. What type of investments would be contemplated if it 
were not restricted to Government securities ? 

Mr. Merz. They are all Government securities in one sense, Mr, 
Congressman. 

Mr. Petiy. The obligations of various agencies of the Government? 

Mr. Merz. Yes, the bill enumerates those Federal agencies like 
FNMA and Federal land bank, Federal home loan bank, and other 
governmental agencies. 

Mr. Petty. Would there be a period during which, if there were 
any default before the Government guarantee were made up, there 
would be entailed any doubt as to whether the Government guarantee 
is not good on those ? 

Mr. Merz. Well, there might be a period. Where you take any one 
of those Government agency’s securities are purchased and they ma- 
ture and for some reason there is a default, there have been situations 
where the Government did not meet its guarantee promptly and if 
that were true here, if a default occurred in that interval, it would 
be like a stack of cards. One default would happen and others might 
happen. 

We were in the same situation, as you remember. A default did 
occur with us and we were not able to meet promptly our obligation 
under the contract because we did not have the money. However, 
Congress has rectified that for us. 

The Cuarrman. What I want you to do is to give us in understand- 
able language the situation that exists at the present time, how the 
operator can build his vessel and what you do, and then what would 
be done under this bill. 

Just compare the two, if you will, please. 

Mr. Merz. Yes. I think, first, we should remember that under the 
act the Secretary of Commerce is authorized to insure 100 percent 
of principal onl 100 percent of the interest. That is what we are 
authorized. 

The Cuatrman. Isthat the present law for construction ? 

Mr. Merz. That is the present law and that is what we are presently 
authorized to insure. If a default occurs, under the present law, al- 
though we are permitted to insure all that the operator has paid and 
is obligated to pay, and that is important, the words “obligated to 
pay.” 

; The Cuarrman. He pays as the ship is being constructed ? 

Mr. Merz. That is correct. Now, while we can insure the entire 
cost of the vessel including both amounts paid and amounts obligated 
to be paid, should a default occur before the ship is completed, we 
can pay as insurance under this present act only the amounts that 
have actually been paid. We would not be able to pay as insurance 
the amounts which the operator is obligated to pay, but has not yet 
paid. 
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The new bill would enable us to be able to do that through the 
escrow fund. 

The CHarrMAN. Let us not get into the new bill first. Let us go 
through the whole procedure as it is today. You would pay that 
amount that has been paid in to the construction of the ship, but not 
the full amount of the insurance loan for the construction of the ship. 

Mr. Merz. That is right. 

The Cuatrman. Is that correct ? 

Mr. Merz. That is right. 

The Cuarrman. Would you only pay what has been paid into the 
construction of the ship ? 

Mr. Merz. That is night. 

The Cuarrman. Then what would be the situation when you paid 
that ? 

Mr. Merz. At that time the lender would assign to us the construc- 
tion contract and any other securities which it may have taken as 
security for the construction loan. 

The CHamrman. And the incompleted ship would then belong to the 
Maritime Administration ? 

Mr. Merz. It would belong at that time to the Government, yes. 

The CuarrMan. What amount would the contractor have invested 
in that ship at that time ? 

Mr. Merz. What the borrower would have at that time is this. 

The CHarrMAn. I mean the operator. 

Mr. Merz. I termed him the borrower. It is the operator. 

The CHairMAN. It is one and the same? 

Mr. Merz. The operator would have his 25 percent. 

The CuHarrmMan. His downpayment on the construction of the ship 
would have been invested in the incomplete ship ? 

Mr. Merz. Yes, his investment at that time would equal 25 percent 
of the costs paid. 

The Cuairman. Of the complete ship ? 

Mr. Merz. Of the complete ship, the costs which have been paid. 

The CuarrMan. Not 25 percent of that cost of the ship as it was as 
of that date ? 

Mr. Merz. Yes, that is right. 

The CuamrMan. Twenty-five percent. 

If the ship is one-fourth finished, then he would have only one- 
sixteenth investment. in the ship. 

Mr. Merz. That is correct. 

The CHairnman. He would lose that. 

Mr. Merz. Yes. 

The CHarrman. You would take the ship over? 

Mr. Merz. That is correct. 

The CuHarmman. That is the situation as it is today. 

Mr. Metz. Yes. 

Mr. Totierson. Mr. Chairman, would you yield for a question 
there ? 

The CHatrMan. Yes. 

Mr. To.tterson. What about the shipbuilder? He would be out 
something then, would he not, if he has not been paid ? 

Mr. Merz. Well, he would have a lien on the vessel, which is a 
pretty good weapon to get it from somebody. 
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The CuatrMan. He has been paid up to that one quarter of the ship 
at that time? 

Mr. Merz. Presumably, yes, Mr. Bonner. However, progress pay- 
ments are made at periods so that after one progress payment is made 
until the next one comes due in accordance with the contract there is 
work that is going on in the meantime so that it is very likely that the 
shipyard has costs incurred either in the form of actual labor ex- 
pended or materials bought for which he has not yet received pay- 
ment; but he would be protected by a lien, and I am sure that Mari- 
time would never get that unless in some way the shipyard lien was 
paid. 

Mr. Totuerson. That is all, Mr. Chairman. 

The CuatrMAn. That is the present arrangement: that encompasses 
all of the present arrangement ? 

Mr. Merz. Yes, that is all under the present act. 

The CuHarrmMan. Now give us in plain understandable language just 
what this bill, as amended by you, would provide. 

Mr. Merz. Under the present bill, you take the same situation where 
construction has started. 

The Cuairman. He is an applicant. He comes in for the construc- 
tion of his vessel. 

Mr. Merz. Yes. 

The CHatrman. He sells the bonds. Is that the first thing? 

Mr. Merz. Yes, I see what you mean. 

The CHatrMan. He sells the bonds? 

Mr. Merz. He sells the bonds. 

The CHarrman. Now go ahead. 

Mr. Merz. Then he deposits the proceeds. 

The CHatrman. How many bonds does he sell ? 

Mr. Merz. He sells bonds in the amount of 75 percent or 8714 per- 
cent depending on the amount of ultimate insurance that he will be 
able to get, and that goes back to Mr. Van Pelt’s question as to whether 
he is entitled to 75 percent or 8714 percent. Whatever that percentage 
is, he deposits those proceeds with the Government. 

The CuHatrMan. Let us get it this way. He has first to pay 25 per- 
cent down. He has to have that much money, does he not? 

Mr. Merz. That is right. 

The CuarrMan. Then he sells bonds for the balance? 

Mr. Merz. That is correct. 

The Cuarrman. Then you insure the bonds? 

Mr. Merz. We insure 100 percent of the cost of the vessel which 
would be the full principal amount of those bonds, yes, sir. 

The Crramman. Then the money he gets from the bonds he deposits 
with you? 

Mr. Metz. He deposits the proceeds of the bonds plus the interest 
that would accrue on those bonds during the period of construction, 
or the bill says during the period of the escrow agreement, which 
would be almost concurrent with the period of construction, I would 
say. 

The Cratrman. Then he deposits the money with you. He pays a 
certain amount of interest on the bonds ? 

Mr. Merz. That is correct. 

The Cratrman. You take the money and reinvest it after it is de- 


posited with you, getting back to Mr. Miller’s situation. 
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Mr. Merz. That is right. 

The CHaiRMAN. There is a difference between what he is paying on 
the bonds and what you receive as the money that the bonds took in. 

Mr. Metz. Yes, and that income is returned to the borrower, re- 
turned to the operator. 

The CHamrMan. It is returned to the operator for the purpose of 
- paying the interest on the bonds? d 

Mr. Merz. No, it is returned as general working capital to him. 

The CHarrmMan. To the operator? 

Mr. Merz. Yes. 

The CuatrmMan. Who picks up the difference between the interest 
on the bonds and the interest that the fund brings that is deposited 
with you ? 

Mr. Merz. The operator would dothat. Any income resulting from 
investment of the moneys is under the terms of this bill returned to the 
operator. 

The CuamrMan. Does he sell all the bonds at once or does he sell 
them in progressive series as the ship is progressing in construction ? 

Mr. Merz. I should assume he would sell them only as they are 
needed to meet progress disbursements under the shipbuilding con- 
tract. 

The CHAIRMAN. What is it estimated will be his additional cost 
in this plan over the plan that is now in existence / 

Mr. Merz. Iam sorry; I did not get that. 

The Caiman. Would there be an additional cost in this plan 
as against the plan now in existence ? 

Mr. Merz. You mean cost to the operator ? 

The CnarrmMan. That is right, tothe company. 

Mr. Merz. No. 

The CuarrMan. What is the advantage of this bill ? 

Mr. Merz. The advantage of this bill is that he can get his money 

all at one time by the sale of bonds and have that money insured. We 
| can issue insurance contracts covering those bonds. Under the pres- 
ent law, we cannot do that. 

The Ciarrman. But you can issue the private loan insurance at the 
present time ? . 

Mr. Metz. Yes. but if a default occurs we cannot pay it. We can 
issue the contract of insurance well enough under the present Act 
but we cannot pay it should a default occur before the full amount has 
actually been paid for the ship. 

Mr. Casry. May I have a question right there? 

Mr. Merz. Under this bill we would have that money on deposit, 
we would have the full cost of the ship on deposit with us and we 

, could issue a contract. of insurance with authority to pay out that 
amount. 

That is the difference between the bill proposed and the present act. 
The bond purchasers in the one case under the new bill will be pro- 
tected by Government insurance; under the present act they are not. 

The Crrairman. Under the present act the private lender is secured, 
is he not ? 

Mr. Merz. Only to the extent of amounts actually paid. 

The Cuairman. Not what moneys he has advanced as the ship 


| progresses ? 
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Mr. Merz. No; that is right. 

The CuamMan. He would get back what he has paid in. 

Mr. Merz. He would get what he had paid in. 

The CuarrMan. He has his own money. He has not divested him. 
self of the full amount which he agreed to loan ? 

Mr. Merz. Well, one difference would be this: If a default should 
occur before construction is completed, there might be money suff. 
cient to complete the construction. Under the new bill you will haye 
presumably enough money to complete that construction and the risk 
is greatly minimized. 

The CHatrMan. The risk to the Government ? 

Mr. Merz. The risk to the Government and to the lender. 

The CHatrman. Mr. Casey. 

Mr. Casry. He partly cleared up what I was going to ask him about 
under the existing law in case of a default you would have a partially 
completed ship and also you would be dealing with a shipyard that 
has some unsatisfied liens; is that right ? 

Mr. Merz. That is right. 

Mr. Casry. Then you would have to worry about completing it s 
that you would have something that you could use or dispose of? 

Mr. Merz. That is right. 

Mr. Casey. Under this act, you have the money for the completion 
of the ship? 

Mr. Merz. That is correct. 

Mr. Casey. And you have no worry about the shipyard. Your only 
worry is about the bondholders, then; is that correct ? 

Mr. Merz. That is correct. 

Mr. Casey. That is all, Mr. Chairman. 

Mr. Petty. May I ask a question, Mr. Chairman ? 

The CHarman. Mr. Pelly. 

Mr. Pretty. Does the escrow agreement referred to in that section 
in which you recommend the change defer to the 25 percent downpay- 
ment as an investment or does it refer to the proceeds of the sale of 
the bonds? 

Mr. Merz. It refers to both. 

Mr. Petty. That is all, Mr. Chairman. 

The CuHarrman. Now, do you mean that out of the bond sales he 
gets his money for the first 25 percent downpayment ? 

Mr. Merz. No; he has to have that. 

The CuHarrman. He has that already. He only sells bonds for 75 
percent of the amount? 

Mr. Merz. That is right, but he deposits into the escrow fund his 
25 percent or to the extent he has not expended on ship construction 
25 percent. 

The Cuarrman. All right. Mr. Miller? 

Mr. Mitier. I realize the difficulty that the Maritime Commission 
is up against not having people who can study the market, but it does 
seem to me that by striking out a lot of words here, you are going to 
make these people pay one rate of interest on their bonds and they are 
going to get a much lower rate on the Government securities in which 
that. money is invested and they will have to pick up that difference. | 

The Cuarman. Is that what the difference is? 

Mr. Merz. There is a difference. 
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Mr. Mitter. There is a difference. You have given us some lan- 

age here and, in answering Mr. Bonner, you did a good job in work- 
mg around it, but in the final analysis there is a difference there that 
the shipowner has to pick up. It may be only $41,000, but, if it a 
bigger ship, it is going to be a lot more. 

I wondered if there was some way of eliminating that. 

Mr. Merz. The size of the ship will have nothing to do with it. 

Mr. Miter. The size of the ship will have something to do with 
it You gave an example of a ship costing $10 million. 

Mr. Merz. I said that with the amount of the investment. That was 
the amount given on the Senate side. 

Mr. Miter. In that case it would amount, according to your own 
estimate, to $41,000. So that for a ship costing $100 million, which 
we are going to ask some of these companies to build, it represents 
$410,000. 

Mr. Merz. It might. 

Mr. Miuier. Do you not think that that is another impediment put 
in the way of these companies whom we are encouraging to build 
ships ? 

Mr. Merz. Personally, I think that the amount of income that 
would go back to the operator is small in comparison with the greater 
risk that would be taken by having people that are more or less inex- 
perienced make these investments. 

Mr. Miter. That is true. 

Mr. Merz. The Government might suffer far more. 

Mr. Miuuer. It may suffer far more but somebody makes invest- 
ments and makes them successfully in private business and in Govern- 
ment. We are challenging the right to use the securities of such things 
as the Federal National Mortgage Association, the Federal land bank, 
the Federal intermediate credit banks and Federal home loan bank, 
and banks of cooperatives. Certainly, there may be a fluctuation in 
some of these things, but by the time that fluctuation comes about, 
if it gets too heavy, the company is in a pretty bad way to start 
with, but a man is going to take a loss, win or lose or draw, not from 
there but from the general economic condition of the country, is he 
not ¢ 

Mr. Merz. That may be. 

Mr. Petty. Would the gentleman yield ? 

Mr. Mixuer. Yes. 

Mr. Petty. The thing that interests me is the effect on the operator 
who is building the ship if there were a delay due to the fact that 
the Government guarantee of the particular agency’s issue did not 
take effect for a while. It might tie up the construction of a ship 
and have legal consequences which would go on for a long time and 
in turn that ship operator would be in great difficulty. 

Now if it is the Government’s worry about getting the money, that 
is a different matter, but that is the point I do not understand. 

Mr. Mruuer. Maybe I have it all wrong. The ABC Steamship Co. 
wants to build a ship worth $60 million. It lays down $15 million, 
as I understand it, in escrow and goes out and sells bonds for $45 
million, is that correct? 

_ Mr. Merz. Well, they have sold the bonds before he puts any money 
In escrow. 
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Mr. Miter. All right. But we are quibbling now. The fina] : 
obligation that he has is 100 percent, $60 million in bonds, and he jg | wil 
paying X percentage interest on those bonds. When those bonds are wil 
deposited with the Maritime Commission the Maritime Commission 
reinvests this money in some of these obligations, is that correct? st 

Mr. Merz. Under the bill we are authorized to do so. 

Mr. Mitter. Under the bill you are authorized but instead of get- 
ting X percent they get Y percent. ’ 

Mr. Pretty. Suppose there was a year’s delay before the time that 
those funds were finally obtained under the Government’s guarantee, 
Where is the money going to come from in that year’s time in order 
to pay for the construction of the ship? That is the point. 

Mr. Mitter. You mean a progress payment is required on the ship 
of $10 million? 

Mr. Petiy. And there is no money there. 

Mr. Mitter. They have invested this money in FNMA loans. They ‘ 
go out and the FNMA bond market is off and they may be down, P 
They still have the difference in the interest, the principal. 

Mr. Merz. No, we do not have the difference. 

Mr. Mitier. You do not have the difference in the interest. The 
company is getting the difference in the interest. 

Mr. Petty. I would certainly hope that they would invest in some 
Government security that would have a market. They would be | 
playing the market. 

Mr. Mitter. They are not playing the market but if you are going | 
the other way, what would be the usual manner in which a company | P 
that decided to build a ship and did not want to go to the Govern- h 
ment would proceed? It would have to play the market. It would | 
most likely come out pretty well. 

The CHairman. Gentlemen, let me interrupt. The General Ac- 
counting Office, in its report, deals with this subject which you are | I 
discussing. 

Mr. Drewry ? 

Mr. Drewry. The General Accounting Office states as follows in 
their report, which was just received this morning: 

With respect to the proposed section 1109(d) it is our opinion that moneys in 
escrow should be invested in the same manner as the Federal ship mortgage 
insurance fund, as prescribed in section 1102. We, therefore, suggest that sec- 
tion 1109(d) be amended to read as follows: 
“(d) Escrow funds received by the Secretary of Commerce under this section 


may be invested in bonds or other obligations of, or guaranteed as to principal 
and interest by, the United States.” 


“as ~~ & 


which I believe is substantially similar to your suggested language. 

Mr. Merz. Yes, we would have no objection to that. 

Mr. Drewry. I do not have the act here before me but is that a cor- 
rect statement as to the investment as the ship mortgage insurance 
fund ? 

Mr. Merz. I think that is correct. 

Mr. Drewry. You do not have the power to invest it as broadly as 
going to the Federal bank, and so forth ? 

Mr. Merz. Frankly, I do not know what the Secretary of the Treas- 
ury does in the way of investing the funds. Whenever we need the 
money, what money there is, we draw on it. I do not know what he | 
has been doing with it in the meantime. 
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The CHatrRMAN. Let us let you stand aside for a minute and we 
will have the proponents of this bill, Mr. Purdon and the other 
witnesses. 


STATEMENT OF ALEXANDER PURDON, EXECUTIVE DIRECTOR, COM- 
MITTEE OF AMERICAN STEAMSHIP LINES (Resumed); ACCOM- 
PANIED BY ROBERT S. HOPE, KOMINERS & FORT, WASHINGTON, 
D.C., SPECIAL COUNSEL, COMMITTEE OF AMERICAN STEAMSHIP 
LINES; AND ARTHUR D. SCHULTE, LEHMAN BROS., NEW YORK. 


N.Y. 


Mr. Purpon. Mr. Chairman and members of the committee, my 
name is Alexander Purdon. I appear here today as executive direc- 
tor of the Committee of American Steamship Lines in support of 
H.R. 7772. I would like to onthing ‘ather briefly the underlying pur- 
poses and merits of H.R. 7772 particularly as they would facilitate the 
long-range financing of the ship replacement programs of the sub- 
sidized steamship companies. 

I would interject here that the purpose of the bill is to make it pos- 
sible for us to do something that we cannot now do. 

The further purpose of the bill is to permit us to do something which 
reduces the cost of our borrowings. 

The primary purpose of this bill is to allow vessel operators the 

same flexibility in financing that is enjoyed by other business enter- 
prises. Since the Government discontinued vessel construction loans 
under section 502 of the Merchant Marine Act of 1936, operators have 

had to compete for funds in the commercial money markets. Experi- 
ence has shown that public bond issue financing offers substantially 
lower interest rates than do private placements with insurance com- 
panies, banks, or pension funds. 

Public issue financing presents little problem for companies in a 
financial position to delay their bond issues until a ship is completed 
and all construction costs have been paid. However, an immediate 
problem arises when it is necessary to have a construtcion loan as well 
asa mortgage loan. 

Title XI of the act presently authorizes the Secretary of Commerce 
to insure the interest and unpaid balance of the prince ipal on construc- 
tion loans as well as ship mortgages. However, in the case of construc- 
tion loans the Government insurance is limited to amounts actually 

aid by the shipowner for the vessel. Thus, if the owner floats a public 
Issue to cover the entire cost of construction the bonds are only insured 
to the extent that the proceeds are paid over to the shipyard. Vari- 
ous CASL lines desire to finance their construction loans and mortgage 
loans simultaneously and have discussed with underwriters the feasi- 
bility of floating a public bond issue in installments to correspond with 

rogress p: 1yments to the shipyards. This we have found is not feasi- 

le because of the excessive underwriting costs which are involved and 
the difficulty of establishing a market at a favorable interest rate for 
bonds issued in small amounts at irregular periods. 

Several underwriters suggested that a simple solution to the prob- 
lem would be to combine a construction and mortgage loan in a single 
bond issue and to have the U.S. Government hold the entire proceeds 
subject to disbursement only (1) to pay the construction costs as 
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they become due, (2) to redeem the bonds, or (3) to pay insurance in 
the event of default. Under such an arrangement the bonds should 
be marketable as fully Government guaranteed. By combining the 
construction and mortgage loan in a single issue, underwriting costs 
commitment fees and interest rates could all be reduced with conse. 
— saving to the owner, part of which would be returned to the 
yovernment in the form of recapture and taxes. 

This proposal was discussed with officials of the Maritime Adminis- 
tration and the Department of Commerce. It met with their enthus- 
iastic approval since it involved no additional risk to the Government 
and served to implement the intent of title XI of the act. This pro- 
posal was submitted to the Comptroller General for an opinion. The 
opinion, B-135884, issued April 27, 1959, supported the idea in prin- 
ciple but stated that there was no authority for the Government to 
handle such funds under existing legislation. The Comptroller Gen- 
eral suggested that a legislative remedy should be sought. 

In line with the Comptroller General’s suggestion, H.R. 7772 was 
introduced to provide authority for the Government to act as a de- 
pository for the proceeds of such bond issues. I should like to record 
our strong endorsement of this bill. Its passage would eliminate an- 
other obstacle to the objective of making public issue financing fully 
available under title XI. This purpose would be accomplished at no 
additional cost or risk to the Government and with greater flexibility 
should substantially lower the financing costs of replacing our mer- 
chant fleet. 

Accompanying me here today is Mr. Robert Hope, special counsel 
for CASL who has a short statement and will be available to answer 
questions as to the technical aspects of the bill. 

I am also accompanied by Mr. Arthur Schulte of Lehman Bros, 
who wishes to present a short statement as to the financial benefits 
of the bill from an underwriters point of view. 

I would suggest, Mr. Chairman, with your leave, that we allow 
Mr. Hope first and then Mr. Schulte to make their statements and 
then we will try collectively to answer the questions that you may 
care to ask. 

The Cuarrman. All right, sir. 

We will now hear Mr. Hope. 

Mr. Horr. My name is Robert S. Hope, a partner in the firm of 
Kominers & Fort, appearing as special counsel for CASL in support 
of H.R. 7772. 

H.R. 7772 is designed to make the full benefits of public issue finane- 
ing available to bond issues insured under title XI of the Merchant 
Marine Act, 1936, and issued to finance the construction of ships. 

Title XI authorizes the Secretary of Commerce to insure the in- 
terest on, and the unpaid balance of the principal of, construction 
loans and ship mortgages. Save for certain exceptional cases where 
the mortgage may equal 8714 percent of the actual cost of the vessel, 
an insured loan or mortgage may not exceed 75 percent of such actual 
cost. “Actual cost” is defined in section 1101(f) as the aggregate of 
(1) all amounts paid by or for the account of the owner plus (2) all 
amounts which the owner is obligated to pay for the construction of 
the vessel. 
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If the loan or mortgage does not exceed 75 percent of actual cost as 
so defined, the Secretary of Commerce is authorized by section 1103 
to insure 100 percent of the principal and interest of such loan or 
mortgage. This 100 percent insurance is rendered somewhat illusory, 
however, by the proviso in section 1101(f) which provides that in no 
event shall the Secretary pay insurance in excess of 75 percent on 
construction loans of the amount actually paid by the owner on con- 
struction costs. 

The purpose of the limitation is clear. The Secretary is to pay 
insurance only to the extent that the value of the vessel, as reflected 
in construction costs already paid, is available for his recourse as 
provided in section 1105. But, as a practical matter, the limitation 
leaves uninsured so much of the loan or mortgage as is represented by 
75 percent of the construction costs which the « owner is obligated to 
pay but which is not yet payable and has not, therefore, been | paid. 

In simplest terms, if the owner receives ‘the full proceeds of a 
construction loan before he is required to pay that amount against 
construction costs, the consequence is that insurance is not payable 
on the full amount of his loan. 

I would like to interject there that the person who suffers by this 
in the first instance is the lender and that is what gives rise to the 
crucial problem. The lender cannot receive insurance on the loan he 
has made. 

As Mr. Schulte will point out, this makes the bond issue or the loan 
in the first place not marketable. 

But on a public bond issue, as distinguished from a private place- 
ment where the lender may advance funds only as they are required 
to pay construction costs, the entire issue must usually be sold before 
all costs are paid. It is not feasible to float a public bond issue in 
installments to correspond with progress payments to the shipyard. 
And most owners are not in a sufficiently favorable financial position 
to delay their bond issues until the ship is completed and all construe- 
tion costs paid. 

Again I would inject that that was the position that the Grace Line 
was in. The Grace Line was able to go ahead and construct its ves- 
sels and then float the bond issue. 

The only feasible alternative is to float a single bond issue before or 
during the construction period, to be secured first by the insured con- 
struction loan and ultimately by the insured mortgage. 

Because of the limitation on insurance payable, however, such a 
bond issue at its inception, although 100 percent insured under title 
XI, would not be fully secured by insurance payable. This would 
have an adverse effect upon the ability of the owner to borrow be- 
cause (1) the cost of the issue would increase, since it could not qualify 
for the ex xemption from registration provided in section rere _ - 
the Securities Act for Government-guaranteed securities (15 U. 
sec. T77(c) (a) (2)), (2) it could not qualify as an oaetiaa 7 i 
United States which national banks (12 U.S.C., sec. 2H), banks “fi h 
are members of the Federal Reserve System (12 U.S.C., see. 335), and 
other regulated investors could purchase and deal in, and (3) it ould 
not be as attractive to private investors. 

A solution to this problem, which would in no way increase the 
risk of the United States, is to have the Government hold the proceeds 
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of the bond issue subject to disbursement only (1) to pay construction 
costs as they become due, (2) to redeem bonds, or (3) to pay insurance 
in the event of default. Under such an arrangement, the bonds should 
be marketable as fully Government-guaranteed, with all of the con. 
sequent savings to the owner, part of which would be returned to the 
Grovernment in the form of recapture and taxes. 

As Mr. Purdon pointed out, the Comptroller General has ruled, 
however, in opinion B-135884, April 27, 1959, that under existin 
legislation, the act as now written, there is no authority for the Goy- 
ernment to hold such funds. The result is an almost complete frus- 
tration of the congressional purposes to make public issue financing 
available under title XI as recently expressed in the 1954 amendment 
authorizing use of a trust indenture in connection with insured loans 
and mortgages, the 1956 amendments increasing maximum insurance 
coverage from 90 to 100 percent, and the 1958 amendment authorizing 
the issuance of notes to implement the pledge of faith clause. 

The purpose of H.R. 7772 is to authorize the Secretary of Com- 
merce to hold such funds in an escrow deposit. This deposit would 
consist of any excess of the principal of the bond issue over 75 per- 
cent. of costs actually paid, plus additional funds deposited by the 
owner to cover interest at the bond rate on the deposited funds for 
the escrow period (sec. 1109(a) ). 

I would like to point out at this time that it is not contemplated 
under the bill as introduced, and this question was put to Mr. Metz, 
that the owner’s 25 percent would be put into this escrow fund. We 
do not feel that that is necessary because the owner’s 25 percent will 
have been paid to the shipyard directly and the only moneys that will 
go into the escrow fund are the proceeds of the bond issue represent- 
ing not more than 75 percent plus the amounts deposited by the own- 
er to cover the interest on those bonds during the construction period. 

From this fund the Secretary is authorized to make disbursements 
during the escrow period only to pay construction costs as they be- 
come due (sec. 1109(b)). 

In the event of default before the vessel is completed, the escrow 
fund would be applied to the payment of insurance (sec. 1109(b)) 
so that the Government’s risk would remain confined, as it now is 
under title XI, to the payment of insurance against actual costs already 
paid. 

In the typical case, however, the escrow fund will be applied to 
the payment of actual cost as the construction work progresses and, 
when all such cost is fully paid, will be applied to redeem any bonds 
in excess of 75 percent of the actual cost as finally determined and 
paid (sec. 1101(c)). 

Parenthetically, I would say that the reason for this is that the 
bond issue initially will always exceed the final actual cost because 
you have many estimates in there. You have escalation under the 
shipyard contracts. You have the other items of cost, interest, and 
so forth, which are not determinable until the ship is finally com- 
pleted. 

Where such as escrow fund is employed, insurance payable may 
equal the full amount of principal and interest on the bond issue 
(sec. 1101(f)). 
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To avoid undue loss to the owner through having his borrowed 
funds tied up in the escrow arrangement, and to offset in part the 
interest which the owner must pay on such funds, the Secretary is 
authorized to invest them in Government obligations (sec. 1109(d)) 
and to pay the income therefrom to the owner (sec. 1109(e) ). 

At this point, I might say that when the amendment of the Mari- 
time Administration was offered to restrict the investment area of the 
Secretary in the Senate, we took the position that we need this bill 
very quickly. We need this legislation quickly. We think that it 
would be better for the Secretary to have the broad investing power 
which he does not have to use. However, we do see the practical 

roblems of investing in secuirties that will be paid off at maturity 
so that he can meet progress payments or pay off insurance in the event 
of default. 

Therefore CASL has accepted this amendment and has no objec- 
tions to it with the understanding that this matter should be recon- 
sidered if at some future time there is a greater divergence between 
the interest rate on these FNM A-type securities and the direct Gov- 
ernment obligations. 

Additional provisions authorize the Secretary to fix a lower insur- 
ance charge for insurance against funds held by him in the escrow 
account than for insurance against actual costs paid (sec. 1104(d)), 
and to include his services in connection with the escrow fund among 
the items for which he may charge an additional fee (sec. 1104 (e)). 

Now, if I may be permitted, I would like to comment on the other 
amendments proposed by the Maritime Administration. 

We agree that this technical restriction of the deposit of funds in 
the Federal Ship Mortgage Insurance Fund as provided in section 5 
of H.R. 7772 should be changed to exclude the initial escrow deposit 
because that was never intended to go into the fund until there was 
a default. 

We agree with that amendment. As I have said, we agree with the 
amendment restricting the investing area and we agree with the other 
amendment which merely provides that there will be no premium 
charged for the funds that are in escrow. 

Now, I would like to put on another hat for just a moment. My 
firm is also counsel for the Pacific Far East Lines, Inec., which is a 
member of CASL. 

Last Thursday, the Pacific Far East Lines opened bids for the 
construction of two ships. Under the present program, the contract 
on these ships should be signed by July 10 if the bids are evaluated. 
Pacific Far East Lines is in great need, as are the other companies 
who are immediately under replacement obligations, to have this legis- 
lation enacted so that we can proceed with the public issue before 
there is any possibility of interest rates going up again. This is not 
isolated to Pacific Far East Lines, either. American President Lines 
has the same problem and the American Mail Line and States Steam- 
ship, but the emphasis is again, as Mr. Purdon said, that this legisla- 
tion authorizes something that cannot be done under the present. law 
and was put up to the Comptroller General and discussed with the 
Maritime Administration before we came to you gentlemen to seek 
amendment. We have had an opportunity to review the comments 
made by the General Accounting Office and are prepared to comment 
on those at your pleasure. 
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Mr. Purpon. May Mr. Schulte go ahead, sir? 

Mr. Scuuure. My name is Arthur D. Schulte. I am a senior exegy. 
tive of Lehman Bros., an investment banking firm whose principal 
office is in New York City. 

For some time, Lehman Bros. has planned to engage in the public 
underwriting of merchant marine bonds insured under title XI of the 
Merchant Marine Act, 1936, as amended. At the present time, we are 
planning a public underwriting of bonds of American President Lines, 
Ltd., which we believe will be the first public offering of bonds secured 
by vessels under construction. In this case, the vessels are two Sea. 
racer-type cargo liners. 

To date, only one shipowner—Grace Line, Inc.—has made a public 
offering of bonds insured under title XI. These bonds, offered with 
great, success, were secured by insured mortgages on completed ships 
as contrasted with loans on yet to be completed ships which American 
President Lines plans to use to secure its bond issue. To illustrate 
the degree of success enjoyed by Grace, it need only be pointed out 
that, backed by title XI, the Grace Line bonds were quickly sold at 
an interest rate of roughly 414 percent while bonds of similar type 
and quality when sold privately at that time bore the then prevailing 
rate of 5 percent usually required by institutional investors. 

Until recently, it was the thought that title XI would permit the 
public financing of vessels under construction just as readily as it 
would the financing of completed ships. However, it is now apparent 
that this is not so for reasons which I shall attempt to explain. 

The need for financing ships under construction results from the 
fact that only a few ship operators, such as the Grace Line, have re- 
serve funds sufficiently large to permit the construction of some of the 
first ships in their new building programs with their own funds. Most 
operators cannot do this without. borrowing money during the con- 
struction period. When the construction loans under title XI are fi- 
nanced privately, the lenders issue commitments to advance funds as 
the money is needed. These lenders make their actual advances only 
as construction costs are actually paid for and, hence, only to the ex- 
tent that their loans are fully insured. The lender’s main concern is 
that, the loan be 100 percent protected by title XI insurance at all 
times, and this objective is achieved by advancing funds on the in- 
stallment basis which I have just described. 

The practical way for a ship operator publicly to finance a com- 
bination construction and first mortgage bond such as is contemplated 
by American President Lines is for him to sell the entire bond issue 
when the money for the total project is first needed. The American 
President Lines wishes to sell bonds now to finance the construction 
costs payable over the next several years on the vessels it is now build- 
ing. It believes this can best be accomplished by a public offering of 
U.S. Government. insured merchant marine bonds. Such a sale re- 
quires the immediate payment by the bond buyers of the total face 
value of the bonds rather than in installment payments as is customary 
in private financing. Under the present law, however, only a small 
part of this bond issue could be insured initially because only a portion 
of the insurable investment in the vessels would have been made at 
the time the bonds are offered to the public. This proposed bill would 
permit the ship operator to obtain full and immediate insurance for 
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his bond issue by depositing funds in escrow with the Secretary of 
Commerce, in an amount sufficient to permit the Secretary to grant 
full insurance on the bond issue. The escrow fund would be used, 
under the contro] of the Secretary, to finance the construction so that 
when the construction is completed the full mortgage insurance will 
be available. 

Thus the purpose and effect of the legislation is to make the Gov- 
ernment. insurance available as soon as the investor puts up his money. 
As you know, there are very conservative investors who will buy mer- 
chant marine bonds at low rates of interest, but only if they feel fully 
protected by Government insurance. If Government insurance were 
not available at the outset, it would be impossible to obtain the bene- 
fits of such low interest rates on construction loans. 

It is our considered opinion that if during the construction period 
the proceeds from the sale of these bonds cannot be held in escrow 
by the Government, and if this title XI insurance cannot cover these 
funds during this period, the least additional interest cost to the ship 
lines will be from one-fourth to three-eighths of a point per year. 
This, of course, would mean an equal increase in the Government’s 
contingent liability as an insurer. It would also result in lower tax- 
able income to the shipowners and hence a lower tax return to the 
Government. 

If this proposed bill is not passed, the natural consequence will be 
that new bonds on ships still under construction will require an un- 
necessarily high interest rate at the time they are issued. It is con- 
templated that the subsidized shiplines will have to issue approximate- 
ly $1 billion of such bonds between now and 1967. As I said a while 
earlier, it is our considered opinion that the proposed bill will save 
from one-fourth to three-eighths of a point in the coupon rate of the 
proposed bonds. On this assumption, using the one-fourth of a 
point figure and applying it to $1 billion worth of 22- -year bonds hav- 
ing an average life of 1114 years, this proposed bill will s save the lines 
and reduce the Gov ernment’ s contingent liability by $28,750,000. If 
the interest differential is three- eighths of a point, the saving will 
be about $43 million. It may be noted that the largest part of these 
savings will accrue to the American taxpayer through the operation 
of the subsidy recapture provision and/or through the impost of our 
corporate Income taxes. 

We have been in consultation on this proposal with the shipping in- 
dustry, the Maritime Administration and the General Accounting 
Office. While there has been a mutual objective of obtaining the low- 
est possible interest rate on insured loans so that the U nited States 
would have reduced liability in case of default and a greater possi- 
bility of profit recapture from subsidized lines, we have all determined 
that the escrow provision needed to achieve this objective cannot be 
established without this legislation. Therefore, we join these Govern- 
ment agencies and the shipping industry in supporting this bill. We 
do so in the conviction that its passage 1s necessary in order to obtain 
the low interest rates contemplated by title XI. 

Thank you. 

The Crarrman. What is the difference in your proposal and the 
objection Maritime makes to your proposal and the amendments they 
oifer to meet their objection ? 
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Mr. Purvon. Mr. Chairman, there is no basic difference and we 
have accepted the amendments that Maritime has proposed to the bill, 

The first amendment we accept with some reservations. That is the 
amendment which would give them a more restricted investment au- 
thority. It was our feeling that they should have a broader invest. 
ment authority and they have, of course, the right to exercise that in 
their discretion, but 

The Cuarrman. Let me interrupt. That was where the witness was 
speaking of their not having experienced men to do the investing, 

Mr. Purpon. Yes, sir. 

The CHatrMAN. That answers that. 

Mr. Purpon. We recognize that, Mr. Chairman. 

While in the long run the broader investment authority may be 
more desirable, we are willing to go along with the Mar itime Admin. 
istration that the limited investment authority which they seek in 
their amendment with the hope that the committee would recognize 
that at some future date the difference in yield resulting from the 
limited investment authority as against the broader investment au- 
thority might be significant and might require that Maritime and we 
jointly come back and say, “Give us a little broader authority.” 

In the meantime, however, Maritime can get experience with this 
legislation and we, of course, have a considerable pressure to get early 
enactment of the legislation. 

The CHarrMan. You agree to that? 

Mr. Purvon. We agree to that. 

The second amendment, Mr. Chairman, related to the insurance on 
the funds during the per iod they are in escrow and that one we agreed 
to. We had suggested that the insurance premium be minimal be- 
cause you are insuring something you have in hand, so to speak. It 
is important that the funds be insured but the premium rate could 
have been very low. They recognize this and put in lieu of it a charge 
as escrow agent which is perfectly desirable and acceptable to us. 

The third, I think, that Mr. Metz specifically proposed is also agree- 
able because that is a question of order and language in the bill and 
there is no objection to that. 

The CHatrmMan. What is that? 

Mr. Horr. In drafting this section 1104(b) as amended to provide 
that all of the moneys taken in under the title would be put in the 
Federal ship mortgage insurance fund. 

Now, I discussed this with Mr. Drewry. It was inadvertent be- 
cause it was not intended that the escrow deposit be put into the 
fund unless there is a default so that that amendment is merely to 
exclude the escrow deposit from going into the Federal ship mortgage 
fund immediately and to keep it as a separate escrow account. 

The Cuatrman. That is agreeable to both parties? 

Mr. Horr. Yes, sir. 

Mr. Purpon. Yes, sir. 

The Cuatrman. What else have you? 

Mr. Horr. Those are the only differences that we have. 

The Cratrman. Then you accept the provisions that the Maritime 
Administration recommends to the bill ? 

Mr. Purpon. Yes, we do, sir. 

The Cratrman. In their entirety ? 








we 
I), 
he 
u- 
st 


as 


FINANCING OF SHIP CONSTRUCTION 47 


Mr. Purvon. Yes, sir. 

The CHARMAN. So that with the amendments that Maritime sup- 
ports, you recommend the passage of the bill, is that correct, Mr. Metz? 

Mr. Merz. Yes, that is right. 

The CuatrMANn. So you have ironed out your differences. 

Mr. Purpon. Yes, sir. 

The Cuarrman. Are there any questions ¢ 

Mr. Miuuer. Mr. Chairman. 

The Cuarrman. Mr. Miller. 

Mr. Mitier. You accept that as an expedient matter in order to get 
the job done. Am I correct in that assumption ? 

Mr. Purpon. Yes, Mr. Miller, we agreed. 

Mr. MitiEr. There is some validity to the point that I raised if 
we had time to work it out. Will you accept that, too? 

Mr. Purvon. We agree with the point that you raised and we 
hope that that would be reflected in the report, sir. 

Mr. Miuurr. I was just going to suggest, Mr. Chairman, that I 
shall not raise any objections in the line of expediency. 

I do think I made a valid point. 

I suggested that it be shown in the report as the basis for further 
reexamination into this at a time when we can go into it more thor- 
oughly and perhaps work out this difficulty because, if it meant the 
difference of one-quarter of a point over the period of time that we 
discussed, it would be on the $1 billion about $23 million, would it 
not, Mr. Schulte ? 

Mr. Scuutte. Yes. 

Mr. Miuxier. That is all. 

The CHarrMAN. Counsel has some remarks with respect to the re- 
port of the General Accounting Office. 

Mr. Drewry. Mr. Hope, have you had a chance to look over the 
comments of the General Accounting Office as to their suggestion as 
to language changes? 

Mr. Horr. As you know, we received it only this morning but we 
have looked at it and we would be happy to give you our comments. 

Mr. Purvon. Mr. Drewry, may I suggest that since we got this 5 
minutes before the hearing, we would be happy to give you our 
comments provided we have an opportunity to examine the transcript 
and submit additional comments for the reeord after the hearing: 

Mr. Drewry. I think you should have the opportunity. 

I may say that we received the report ourselves only this morning. 

Before we talk about this report, what is the status of the similar 
bill on the Senate side? 

Mr. Purvon. The bill, Mr. Drewry, has been ordered reported on 
the Senate side and I believe the Senate has accepted some of the 
technical amendments that the General Accounting Office approved 
and that we would accept as refinements of language and there were 
no substantive changes accepted by the Senate so that it is ordered 
reported in that fashion and I would hope, again in the interest of 
expedition, that we could have bills on both sides that are identical. 

Mr. Petty. Would counsel yield? 

Mr. Drewry. Certainly. 
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Mr. Petty. Does that mean that the Senate bill, as reported, wil] 
have the amendments that are recommended by the Maritime Ad- 
ministration ? 

Mr. Purpon. Yes. Mr. Pelly. 

Mr. Drewry. And by the General Accounting Office? 

Mr. Purpon. I repeat that it will have some of the technical reyi- 
sions that the General Accounting Office proposed but we have not 
had the benefit of examining those. 

However, I believe we would be reasonably close in an off-the-cuff 
acceptance here today of the technical revisions with the reservation 
I made to you. 

Mr. Drewry. I think it would be well, in view of the several points 
that were raised by the General Accounting Office, that we discuss 
them at this time. 

Appearing on page 2 of their report, they say: 


Lines 7 and 8, page 1, of the bill would amend the present restriction on the 
amount of insurance payable at default in section 1101(f) by adding “in respect 
of the unpaid balance of the principal of a mortgage or loan.” We have no 
information relative to the purpose to be served by this amendment and, in 
view of the specific provisions in the remaining portions of the bill for payment 
of insurance in excess of the section 1101(f) restriction where an escrow fund 
is held by the Secretary of Commerce, we question the necessity for this amend. 
ment and suggest that it be deleted. 

Mr. Horr. In drafting the original amendment this was put in, 
in my recollection, by the Maritime Administration General Counsel’s 
staff as a matter of clarification and to make the entire language of 
that proviso consistent. 

Mr. Drewry. Can you comment on that, Mr. Metz ? 

Mr. Merz. That is correct. The act as presently drawn, read liter- 
ally, authorizes us to pay only on account of insurance of principal 
the amount actually paid on account of the construction. 

Now, if, after completion of the vessel and before any principal 
has been paid on the mortgage, there should be another default, say 
a default in the payment of interest, the present act read literally 
would authorize us to pay only the principal due and not the interest. 

Mr. Drewry. So that this is necessary to make the purpose clear. 

Mr. Merz. Yes. We have been construing the bill by the General 
Counsel’s construction the other way but we feel that now is a good 
opportunity to have Congress clarify the intent which we are sure 
it had in permitting us to pay out what we are authorized to insure, 
whieh is nart of the interest. 

Mr. Drewry. May I ask, Mr. Metz, whether you have had an 
opportunity to see the General Accounting Office report ? 

Mr. Merz.I have the copy of the letter which they filed in the 
Senate side. I have not seen the one they filed here this morning. 

I thought at first that I did have but I find that I do not. 

Mr. Purvon. Mr. Drewry, I think the position on this particular 
one is that we agree with the Maritime Administration and not with 
the General Accounting Office and they only say that they are not 
sure why this was put in and in our discussions with Maritime it was 
very clear why it was put in. 
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Mr. Drewry. They state in the next paragraph, Mr. Hope: 


* * * we understand the request for this legislation is based upon, and lim- 
ited to, the need for depositing the proceeds of bonds sold to the public in escrow 
with the Secretary of Commerce. However, the provisions of section 1109(a), 
as proposed by section 6 of the bill, are not so limited and, consequently, may 
be interpreted to authorize the establishment of escrow accounts under all 

s of borrowings. In view thereof, your committee may wish to add the 
phrase “which are financed by sale of bonds to the general public,” immediately 
following the word “mortgages,” in line 10, page 3, of the bill. 

Mr. Hore. Our reaction to that is that it is quite true that this issue 
has come up in connection with the sale of bonds to the public. 

The problem was something that no one had contemplated in the 
beginning. It came up out of the blue sky when these operators had 
to do this. 

For the same reason, we think that the language of the amend- 
ment should remain broad and not be restricted to this. 

It is unlikely that there would be any situation where it would 
be necessary to have a private placement deposited in escrow to 
maintain your insurance and to obtain a low interest rate but this 
may come up and in the process of amending the act now we feel it 
should be left broad and not limited merely to bonds. 

So we oppose this amendment. 

Mr. Drewry. Mr. Metz, does Maritime have any comment on that? 

Mr. Merz. We would have no objection either to the inclusion of 
this amendment or the bill as presently drafted. 

Mr. Drewry. At the bottom of page 2, the General Accounting 
report states : 

We assume that the word “thereon” in line 18, page 3, of the bill refers to 
the full amount of the mortgage or loan, even though a portion of such amount 
may be retained by the borrower under proposed section 1109(a) instead of 
being deposited into the escrow fund. If so, we suggest that the phrase ‘on 
the full amount of the loan or mortgage” be substituted for the word “thereon.” 

Mr. Horr. We agree with this proposal for purposes of clarification. 

Mr. Drewry. Has this one been in the Senate bill ? 

Mr. Horr. We do not know. We have not had a chance to examine 
that but I assume so. 

Mr. Drewry. Mr. Chairman, I have a thought that since these 
recommendations seem to be on technical questions not going to the 
substance at all, perhaps it would save some time if, rather than tak- 
ing the time of reading all of these, Maritime and these gentlemen 
and committee staff could get together and discuss them; or I can 
proceed with them right now. 

The Cuatrman. I think we had better go over it right now. 

Mr. Drewry. It is stated on page 3, Mr. Hope: 

Section 1109(b), as proposed by the bill, would require the Secretary of 
Commerce to pay interest and principal as specified in the escrow agreement. 
Assuming bonds were issued and sold to the public under a trust indenture 
it would appear that the Secretary could be required by the terms of the escrow 
agreement to make interest payments either directly to the individual bond- 
holders or to the trustee named in the trust indenture. Payment of interest 
to the individual bondholders under several hundred potential escrow accounts 
could result in a considerable administrative burden. Additionally, under the 
provisions of section 1101(d) of the present act, it would appear that no direct 
obligation on the part of the United States to bondholders was intended under 
title XI. In the interest of clarification it is therefore suggested that section 
1109(b) be amended to either specifically direct payment of interest to the 
trustee or to the individual bondholders. 
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Mr. Hore. First of all, Mr. Drewry, we do not think that in any 
way can this be interpreted as setting up a direct obligation from the 
Secretary to the individual bondholders. It is clear from the way 
Maritime has administered the act that they do not intend to do that 
either. 

We do not think that we should attempt to spell out the terms of the 
escrow agreement in this legislation and we oppose this because we do 
not think that it can be read that way atall. 

Mr. Drewry. You do not think it is necessary ? 

Mr. Hore. No, sir. 

Mr. Drewry. The next paragraph says: 

The phrase “subject to the application of mortgage provisions contemplated 
by section 1104(a) (10) of this act” in lines 6 and 7, page 4, apparently refers 
to that portion of section 1104(a) (10) * * * 

I believe this is the part that we were talking about. 

Is that the point that Mr. Metz talked of in his statement ? 

Mr. Merz. No. 

Mr. Horr. I do not believe so, but I think there is a quick answer to 
that. 

The proposed legislation does not say this. At the time you have 
this construction loan outstanding, there would be no mortgage, and 
thereafter, this provision in 1104(a) (10)—which provides sole re- 
course age ainst passenger vessels to be the vessel itself after the mort- 
gage attaches—would not come into play in disposing of the escrow 
proceeds until after the mortgage attaches, which is what Congress 
intended from the beginning. So that again, we do not believe that 
the General Accounting Office has any problem. 

We oppose this suggestion. 

Mr. Purpon. We oppose it as unnecessary because it is based on a 
condition which would not exist, and I believe this view is shared by 
Maritime. 

Mr. Drewry. That is the position of the Maritime Administration 
also ? 

Mr. Metz. Yes. 

Mr. Horr. Perhaps I can expedite this last one by saying that we 
have already handled that in this amendment proposed by the Mari- 
time Administration. 

Mr. Drewry. Yes. 

Then at the top of page 4, that has already been handled by 
Maritime. 

Mr. Horr. Yes, sir. 

Mr. Drewry. The next paragraph states : 

We believe that the authority granted under the proposed section 1109(f) is 
broader than necessary or intended and could well result in the Government 
incurring liabilities in excess of those intended by section 1109. We therefore 
suggest that the phrase “may consider necessary to fully protect the interests 
of the United States” be substituted for the word “prescribe” in line 11, page 5. 

Mr. Horr. Again I think that is merely a clarification change and 
we have no objections to the substance of that. 

Mr. Drewry. You go along with that? 

Mr. Horr. Yes. 

Mr. Drewry. And the final paragraph is: 


While we are in agreement with the proposal in section 4 of the bill authoriz- 
ing the Secretary of Commerce to charge and collect for services in connection 
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with the escrow fund, your committee may wish to consider the desirability of 
raising the present ceiling of one-half of 1 percent for service charges which is 
presently contained in section 1104(e) to correspond with and compensate for 
the additional service contemplated by H.R. 7772. 

I believe Maritime has already covered that point. 

Mr. Horr. That is right, and I think they join with us in regarding 
this as unnecessary and opposing it. They have their own solution 
of that. 

Mr. Drewry. That is all IT have, Mr. Chairman. 

The Cuamman. Is there any other witness on this bill? 

I will file statements at this point in the record from the Pacific 
American Steamship Association, American Merchant Marine Insti- 
tute, Inc., and States Line. 

(The letters referred to follow :) 


PAcIFIC AMERICAN STEAMSHIP ASSOCIATION, 
Washington, D.C., June 29, 1959. 
Subject: H.R. 7772 and H.R. 7790, Ceposit of funds in escrow. 
Hon. HERBERT C. BONNER, 
Chairman, Merchant Marine & Fisheries Committee, 
Old House Office Building, Washington, D.C. 

DEAR CONGRESSMAN BONNER: The Pacific American Steamship Association is 
a trade association representing a large majority of the American-flag steam- 
ship companies serving the west coast of the United States and our member lines 
are, therefore, greatly interested in H.R. 7772 and H.R. 7790. 

This association strongly supports the principle involved in this legislation. 

These bills will help facilitate the long-range financing necessary to accom- 
plish the ship-replacement program of American-flag carriers by providing these 
companies with the same flexibility in financing that is enjoyed by other busi- 
ness enterprises. These bills will permit steamship companies to float public 
bond issues at lower interest rates than would be involved if similar financing 
were to be sought through private placements with other sources of money. 
These bills permit carriers to combine a construction and a mortgage loan in 
a single bond issue and permit the U.S. Government to hold the entire proceeds 
subject to disbursement as provided. By combining both the construction and 
mortgage loan in a single bond issue, the attendant costs to the shipowner will 
be less than would be the case if separate bond issues were to be obtained for 
each. Thus, the U.S. Government could be benefited because part of the saving 
to the steamship company could be returned to the U.S. Government in the form 
of recapture and taxes. 

It is respectfully requested that this letter be made a part of the hearing 
record. 

Very truly yours, 
J. MONROE SULLIVAN, Vice President. 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
June 29, 1959. 
Hon. Hersert C. BoNNER, 
Chairman, Committtee on Merchant Marine and Fisheries, House of Representa- 
tives, Washington, D.C. 


DEAR Mr. BoNNER: The American Merchant Marine Institute, a trade associa- 
tion representing a preponderance of American-flag shipping, supports the prin- 
ciple embodied in H.R. 7772 and H.R. 7790, identical bills which have been referred 
to your committee for consideration. 

The intent of the proposed legislation is to make the full benefits of public 
issue financing available to bond issues insured under title XI of the Merchant 
Marine Act of 1936, and issued to finance the construction of ships. Under its 
terms, the Secretary of Commerce would be given an authorization he does not 
now legally have, i.e., to hold in an escrow deposit the proceeds of a bond issue 
subject to disbursement (1) to pay construction costs as they become due; (2) 
to redeem bonds: or (3) to pay insurance in the event of default. Lack of this 
authority could result in frustration of congressional intent to make public 
financing available under title XT of the act. 
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Since industry witnesses will present in detail the arguments in support of 
this proposed legislation, we will not burden the record with a separate state. 
ment setting forth ‘all the points in support thereof. 

It is our hope that your eommittee will report these bills favorably. 

We ask that this letter be incorporated in the record on H.R. 7772 and HR. 
7790. 

Respectfully, 
ALVIN SHAPIRO, Vice President. 


STATES LINE, 
San Francisco, Calif., June 23, 1959. 
Re H.R. 7772. 
Hon. HERBERT C. BONNER, 
Chairman, House Merchant Marine and Fisheries Committee, 
Washington, D.C. 


DEAR Mr. CHAIRMAN: States Steamship Co. (States) respectfully urges that 
the committee take favorable and prompt action on H.R. 7772, a bill amending 
title XI of the Merchant Marine Act, 1936, to provide for the deposit of funds 
in escrow with the Secretary of Commerce and for the payment of insurance in 
part on the basis of such deposits. 

States is an American-flag steamship operator in the trans-Pacific trade, obli- 
gated under its operating-differential subsidy agreement with the Federal Mari- 
time Board to replace its 18 owned vessels over the period of the subsidy con- 
tract. In connection with the financing of its replacement vessels States has 
found that public issue financing offers substantially lower interest rates than 
do private placements with insurance companies, banks, or pension funds. 

The purpose of H.R. 7772 is to make available to industry and the Government, 
at no increased risk to the United States, the substantial benefits of public issue 
financing. The proposed bill will result in bond issues which can be marketable 
as fully Government insured, with all of the consequent savings to the owner, 
part of which will be returned to the Government in the form of recapture and 
taxes. At the same time there is no increase in risk to the Government, since 
its obligations are limited to the amounts deposited in escrow with the Secretary 
of Commerce and the value of the vessel as reflected in the amounts paid against 
construtcion cost. 

The bill would result in achieving the congressional purpose of making public 
issue financing available under title XI, as expressed in recent amendments to 
this portion of the 1936 act. Since the Government would be fully protected 
under its terms, ‘and the sole purpose of the bill is to provide that the bond issue 
will be completely insured at the time of issuance regardless of the amounts 
actually paid at that time against construction cost, the Merchant Marine and 
Fisheries Committee should report the bill favorably. 

It is respectfully requested that this letter be made a part of the record of 
hearing. 

Very truly yours, 
J.R. DaAnt, President. 


The CuarrMan. Are there any other witnesses / 

That will conclude this matter. 

The committee will go into executive session. 

(Whereupon at 11:55 a.m., the committee proceeded in executive 
session. ) 
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THURSDAY, JULY 9, 1959 


Hovse or REPRESENTATIVES. 
CoMMITTEE ON MERCHANT MARINE AND FISHERIES, 
Washington, D.C. 


The committee met at 11:15 a.m., pursuant to notice, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) pre- 
siding. 

The Cuairman. For the record, the bills under consideration are 
H.R. 325, by Mr. Bennett and similar bill H.R. 2241, by Mr. Ashley, 
also H.R. 3195 by Mr. Pi eston, dealing with floating drydocks and 
other ship construction accessories. 


(The bills referred to follow :) 


[H.R. 325, 86th Cong., 1st sess. ] 


A BILL To amend title XI of the Merchant Marine Act, 1936, relating to Federal ship 
mortgage insurance, in order to include floating drydocks under the definition of the term 
“vessel” in such title 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1101(c) of the Merchant Marine 
Act, 1986, is amended by striking out “and fishing vessels” and inserting in 
lieu thereof “fishing vessels, and floating drydocks”. 

Sec. 2. Subsection (a) of section 1104 of the Merchant Marine Act, 1936, as 
amended (46 U.S.C. 1274) is amended by deleting the word “or” before clause 
(d) of paragraph (8) and adding the following new clause at the end of the 
subsection: “or (e) with respect to floating drydocks, in the construction, recon- 
struction, reconditioning or repair of vessels.” 

Sec. 3. Subsection (b) of section 1104 of the Merchant Marine Act, 1936, as 
amended (46 U.S.C. 1274) is amended by deleting the word “or” before clause 
(d) of paragraph (2) and adding the following new clause at the end of the 
subsection: “or (e) with respect to floating drydocks, in the construction, re 
construction, reconditioning or repair of vessels.” 


[ H.R. 2241, 86th Cong., 1st sess. ] 


A BILL To amend title XI of the Merchant Marine Act, 1936, relating to Federal ship 
mortgage insurance, in order to include floating drydocks under the definition of the term 
‘“‘vessel’’ in such title 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1101(c) of the Merchant Marine 
Act, 1936, is amended by striking out ‘‘and fishing vessels” and inserting in lieu 
thereof “fishing vessels, and floating drydocks”’. 

Sec. 2. Subsection (a) of section 1104 of the Merchant Marine Act, 1936, as 
amended (46 U.S.C. 1274) is amended by deleting the word “or” before clause 
(d) of paragraph (8) and adding the following new clause at the end of the sub- 
section: ‘or (e) with respect to floating drydocks, in the construction, reconstruc- 
tion, reconditioning or repair of vessels.” 

Sec. 3. Subsection (b) of section 1104 of the Merchant Marine Act, 1936, as 
amended (46 U.S.C. 1274) is amended by deleting the word “or’ before clause 
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(d) of paragraph (2) and adding the following new clause at the end of the 
subsection: “or (e) with respect to floating drydocks, in the construction, re 
construction, reconditioning or repair of vessels.” 


[H.R. 3195, 86th Cong., 1st sess.] 


A BILL To amend title XI of the Merchant Marine Act, 1936, relating to Federal ship 
mortgage insurance, in order to include floating drydocks and graving docks under the 
definition of the term ‘‘vessel” in such title 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1101(c) of the Merchant Marine 
Act, 1936, is amended by striking out “and fishing vessels” and inserting in lieu 
thereof ‘‘fishing vessels, graving docks, and floating drydocks”. 

Sec. 2. Subsection (a) of section 1104 of the Merchant Marine Act, 1936, as 
amended (46 U.S.C. 1274), is amended by deleting the word “or” before clause 
(d) of paragraph (8) and adding the following new clause at the end of the sub- 
section: “or (e) with respect to graving docks and floating drydocks, in the 
construction, reconstruction, reconditioning or repair of vessels.” 

Sec. 3. Subsection (b) of section 1104 of the Merchant Marine Act, 1936, as 
amended (46 U.S.C. 1274), is amended by deleting the word “or” before clause 
(d) of paragraph (2) and adding the following new clause at the end of the 
subsection: “or (e) with respect to graving docks and floating drydocks, in the 
construction, reconstruction, reconditioning or repair of vessels.” 

Mr. Petxy. I would like to ask if we had a hearing on this same 
legislation last year. I think we reported it favorably. 


STATEMENT OF HON. PRINCE H. PRESTON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF GEORGIA 


Mr. Presron. I am Representative Prince H. Preston, from the 
First District of Georgia. 

That is true. The gentlem: an from Florida, Mr. Bennett, had a bill 
introduced, the committee acted favorably on it, it passed the House 
and went to the Senate and, due to the objection of one member of the 
committee there, was not called for consideration. 

There is a bill, S. 107, which has passed the committee dealing with 
the subject of dry doc ‘ks and which is now on the general calendar of 
the Senate for action. 

Mr. Petry. Is it the same as this bill? 

Mr. Preston. Identical. 

Mr. Tompson. Is this the identical bill passed by this committee 
last year ¢ 

Mr. Preston. Mr. Bennett’s bill is. My bill would add one new 
feature to Mr. Bennett’s bill. 

I would be glad to explain that. 

The bill I am testifying in favor of is my own bill, H.R. 3195, which 
would in effect be an amendment to Mr. Bennett’s bill which is to ex- 
tend the Federal insurance feature of the Merchant Marine Act. of 
1936 to the construction of floating drydocks. My bill would add, in 
addition to drydocks, graving doe ks, 

Mr. Gross. Will the gentleman explain what a graving dock is? 

Mr. Preston. A graving dock is a ground fixture. It can ina sense 
be called a shore fixture. It does not float. It is dug out of the earth. 
It isa drydock, but it is ground-fixed as against a floating device which 
is a drydock. They are both very essential fixtures. There are some 
advantages to each, 
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| Georgia has only one graving dock. It is of limited proportions 
| hecattae of the increase in size of vessels. It is very vital to the 
! eeonomy of our community. 

The Savannah Machine & Foundry Co., which operates the present 
graving dock, has been one of the outstanding industries of our city 
und community. It is seriously handic apped by the fact that its 
dimensions will not permit it to receive vessels of the large size that 
are being constructed today. They do a great deal of work for the 
tankers that come into that port bringing jet fuel to the SAC base 
at Savannah, Ga. 

I know that the time of the committee is limited. Therefore, I am 
eoing to confine my remarks to this proposition: That since the com- 
mittee has acted favorably heretofore on the proposition of Mr. Ben- 
nett to extend the ship mortgage insurance to floating drydocks, we 
say that there is, generally speaking, no difference between a dry- 
dock and a graving dock. They both accept ships and they repair 
them. We earnestly seek your support of the proposition that, rather 
than pass my bill because it would simply require two actions, Mr. 
Bennett’s bill be amended to inelude graving docks. 

Now, you will have some opposition expressed on the part of the 
administration. 

I want to make the statement that I rather suspect that all of the 
(iovernment opposition to either of these propositions stems from the 
Bureau of the Budget and not from the real wishes of the people who 
control and establish maritime policy in this country. I suspect that. 
[ strongly suspect that. 

I might mention that the Bureau of the Budget has denied us a re- 
quest for a sufficient number of ships to keep the spirit and intention 
of the Merchant Marine Act of 1936 in effect and allowed us to con- 
sider only 12 vessels for replacement in this year’s budget for 1960, 
so that I do not have much respect for the position of the Bureau of 
the Budget when they willfully try to destroy our maritime program 
in this countr vy. They are not in sympathy with the subsidy program. 
They are not in sy mpathy with the ship replacement program, and 
they are not in sy mpathy with either of these propositions. They are 
not promar itime. They are against the general proposition of main- 
taining our maritime position in the world. 

With that preliminary statement, I think I should ask the chair- 
man’s indulgence and the indulgence of the committee to proceed. 

Do you wish to hear C ongressman Bennett on his drydock angle 
first ? 

The Cuairman. Since we have you, Mr. Preston, we will let you 
testify as you see fit. 

Mr. Presvon. May I present Mr. Mingledortf as a witness? 

Mr. Totierson. Mr. Chairman, before Mr. Preston leaves, could I 
inquire about the Senate bill? That is 8S. 1077 

Mr. Preston. Yes, sir. 

Mr. Totierson. That was voted out of the committee over there ? 

Mr. Preston. Yes, sir. 

Mr. Totterson. Did the committee amend it in any way ? 

The reason I inquire is that it seems to me that [ heard from some 
source that they inserted an amendment providing that the drydock 
should have a capacity of 35,000 or more lifting tons and a beam of 

125 feet or more between the wingwalks. 
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Mr. Preston. That is correct. I recall that that is true. 

Mr. Boykin. It is a good amendment, I think, Mr. Tollefson. 

Mr. Petry. Could I ask a question? Did I understand that the 
Senate bill included graving docks as well ? 

Mr. Preston. It did not. 

Mr. Pexiy. Is the Bureau of the Budget against the floating dry- 
dock part or against the graving dock or ag: ainst both? 

Mr. Preston. I am informed that they are against both. If any- 
body has information to the contrary, I would be glad to hear it, but 
I understand that they oppose both. 

Mr. Pexiy. As I understand the purpose of the subsidy and the 
excuse for including the floating drydock was as against the foreign 
cost, to offset its construction differential. 

Mr. Totterson. Will the gentleman yield ? 

Mr. Petry. Yes. 

Mr. Totierson. I did not understand that the bill provided subsidy, 
It is just mortgage insurance. 

Mr. Preston. That is all. The borrower will have to put up, of 
course, all of his facility as collateral. The person who gets the mort- 
gage contract, the local shipyard must put up as collateral to the Gov- 
ernment or the bank that the Government insurance all of its facil- 
ities, everything, lock, stock, and barrel. He is taking a larger chance, 
really, than the Government itself in insuring the mortgage. 

Mr. Petiy. But the argument used last year in the hearing in sup- 
port of the position that the floating dry dock be included was that, if 
we did not do it this way, the builder or the owner could go to some 
other country and build it at a very much reduced cost and bring it 
back and, therefore, we should keep this work in this country, which 
would not apply to a graving dock. 

Mr. Preston. May I point out that these floating drydocks and gray- 
ing docks principally do repair work for American flag vessels. 

That is their principal function. 

Mr. Dorn. Can I ask a question with reference to that? 

I understand that, up and down the east coast, repair work is awfully 
scarce, and we are starving for repair work and, here, what you ask 
us to do, is to push a bill that will give us more competition in a starv- 
ing industry. 

Mr. Preston. Well, I would certainly defer to the owners of the 
shipyards to comment on that. There are two present. I would not 

say that they are in a starving condition. I do not know. 

Mr. Dorn. I know they are. I am getting constant complaints 
from them saying, “We want more work or some work.” 

Here you are providing additional competition in an industry that 
is just dying, they say. 

Mr. Preston. You are not providing additional competition. 

You are keeping current and abreast w ‘ith the progressive merchant 
marine by approving floating drydocks of proper dimensions and 
graving docks of proper dimensions. 

Yes, there are two floating drydocks in Jacksonville. There is a 
graving dock in Savannah. That is the only one on the southeast 
coast all the way around to the gulf. Maybe Mobile might have a 
graving dock. I am not certain about that. But all along the east- 
ern coast there is only one graving dock and it is now too small to 
serve the ships. 
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Mr. Dorn. All along the eastern coast ? 

Mr. Preston. The South Atlantic coast. 

Mr. Gross. Mr. Chairman, may I ask a question ? 

The Cuarrman. Mr. Gross. 

Mr. Gross. Is it possible to build a floating drydock in Japan and 
float it to this country ? 

Mr, Preston. Yes, it could be made seaworthy and brought to this 
country. 

Mr. Gross. You do not advocate that, do you? 

Mr. Preston. No,sir. I certainly do not. 

Mr. THomrson. There is no prohibition against that ? 

Mr. Gross. There is nothing in the law nor in these bills to prevent 
that being done; is that correct ? 

Mr. Preston. That is true. 

Mr. Gross. The gentlemen would not be opposed to an amendment 
that would prohibit it, would he? 

Mr. Preston. I certainly would not oppose an amendment that 
would prohibit it. 

Mr. Oxtver. Mr. Chairman, I would like to ask the witness one 
question. 

Mr. Preston, what is involved in this amendment of yours so far as 
money is concerned on the part of the Government ? 

Mr. Preston. There is no cash outlay. We have under the title 
XI of the Merchant Marine Act of 1936 a provision that allows the 
Government to insure mortgages on ships. 

We are trying to amend that section to include Mr. Bennett’s float- 
ing drydocks, my graving docks, insurance fixtures, a dock cut out of 
the earth so that the ship goes in dry and the ship is repaired. 

Mr. Ottver. How much additional outlay is caused by this so far 
as the Government isconcerned? It is just insuring a mortgage some- 
thing similar to FHA, is it not? 

Mr. Preston. No. That is right. There is no cash outlay whatso- 
ever. The money is borrowed from a private institution. The Gov- 
ernment insures it. The borrower has to put up all of his facilities 
as collateral, his entire shipyard as collateral to the bank. 

Mr. Otiver. So that what this is actually doing is stimulating the 
expansion of our ship repair facilities; is that correct ? 

Mr. Preston. The gentlemen is correct. 

The CHarrMANn. Does that mean a first mortgage on the property ? 

Mr. Preston. It will be a first mortgage on the property. 

Mr. Boykin. Not only on the property that you build but on all 
the property you have? 

Mr. Preston. Exactly. 

Mr. Boykin. You could not get anything better. 

The Cuatrman. Mr. Downing? 

Mr. Down1na. Mr. Preston, will not these graving docks and floating 
drydocks be in direct competition with our local shipyards who do not 
have the benefit of such a mortgage provision ? 

_ Mr. Preston. I do not think there is any local shipyard proposition 
in that area that will be in direct competition. 

I am told that the New York Shipbuilding Co. is in favor of the 
legislation, but I am told that there are some eastern shipyards that 
are opposed to this. 
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This is the only ship construction or repair facility in the State of) 
Georgia, at Savannah, Ga., the only one. 

Mr. Downina. I thought there was another shipyard down there in| 
Georgia. 

Mr. Preston. There is a small facility at St. Marys. 

Mr. Mrnexeporrr. They can only take a small ship about 200 feet 
long. 

Mr. Downrne. How large a ship can this maximum graving dock 
take? 

Mr. Preston. A ship of 715 feet in length and that is the size that the 
tanker people have settled on as the proper length to standardize 
There are some of greater length, of course. There will be 25 eventu- 
ally of the 100-ton ‘class but 710 to 715 feet is the standard size. 

Mr. Nrx. Mr. Preston, what is the basis of the objection by the 
Bureau of the Budget / 

Mr. Preston. To hold the line. 

Mr. Asutey. Will the gentleman yield at that point? 

Mr. Preston. I would say to the gentleman from Pennsylvania 
that the answer is “hold the line.” That is the answer they gave on ow 
ship replacement program. 

When we needed ships for 1960 they only approved 12. 

The Cuatrman. Mr. Ashley 

Mr. Asutey. With respect to the position of the administration o 
the bill that was offered last year, the administration, as I understand 
it, was in favor of that measure. 

This recollection is fortified by a copy of the hearings which I hay 
on the 1958 bill, and the letter from Mr. Morse and from the Secretary 
of the Treasury, indicating that they were for this legislation, so thai 
I am a little surprised if this year the Bureau of the “Budget i is flying 
in the face of legislation which last. year was approved by both the 
Department of Commerce, the Maritime Administration, and the See 
retary of the Treasury himself. 

Mr. Preston. All we know is that the Maritime Administratio’ 
testified against the Senate bill 107 and they are here today to testify 
against this. 

The Cuairman. The bill you refer to did not have the graving dock 

Mr. Asutry. That is true, Mr. Chairman. 

The CuarrmMan. That was the floating drydock. 

Mr. AsHiey. That. is correct. 

Mr. THompson. Neither did the Senate bill have the graving dock. 
Mr. Chairman. Yet they testified against. the bill. 

Mr. Preston. That is true, and they are here today to testify again’ 
both these propositions. 

Mr, Asutry. Yet there is no expenditure of money as such. This’ 
simply a mortgage insurance extension if it is that. 

Would that be correct ? 

Mr. Preston. Exactly, It extends the provision of the mortgig 
insurance feature of the Merch: ant Marine Act to include floating dry 
docks and graving docks. That. is what it does. 

Mr. Asuiey. As I remember the testimony from last year, there wi 
even a question as to whether it extends it. The statute could bei 
terpreted and actuaily has been interpreted in the past to inc ‘lude thi 

‘his legislation was proposed simply to clear up the point. 
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That is an interesting thing, Mr. Chairman. It is a real question as 
to whether or not the floating drydocks at least were not meant to be 
included in the original legislation. 

That is all I have. 

The CuHairmMAn. Do you have other witnesses? 

Mr. Preston. With the chairman’s consent, I would like to present 
for a very brief statement, Mr. Walter Mingledorff, who is the chair- 
man of the board of directors of the Savannah Machine & Foundr y 
Co., which is a ship repair and ship construction company in Savan- 
nah. 

The Cuarrman. All right. 


STATEMENT OF W. L. MINGLEDORFF, SR., CHAIRMAN, BOARD OF 
DIRECTORS, SAVANNAH MACHINE & FOUNDRY CO., INC., 
SAVANNAH, GA. 


Mr. Mincieporrr. Mr. Chairman, I have a statement which I would 
like to read. I can do that much better and make it shorter than try- 
ing to outline it. 

My name is Walter L. Mingledorff of Savannah, and I am chairman 
of the board of the Savannah Machine & Foundry Co. of Savannah, 
Ga. 

In order to explain to you why I think title XI of the Merchant 
Marine Act of 1936, relating to Federal ship mortgage insurance, 
should be amended to ine ude ¢ graving docks and floating docks, it will 
be necessary for me to give you a br ief rundown of my past operation, 
which I think will qualify me to discuss this proposed amendment. 

I have been in the ship repair and epee business here in 
Savannah for the past 52 years. In 1939, the Navy realized that they 
had to hurriedly build a two-ocean Navy and sent out certain ones to 
interview men in the shipbuilding industry to determine who they 
thought could handle the job. Our firm in the terms of shipyards 
was a very small yard but the Navy selected us as one they thought 
qualified. 

By the end of 1940, the war effort became so large that it was im- 
possible for the banks.alone.to handle the program ‘and, to relieve the 
situation, the V loan came into being, which proved very successful. 
The V loan mace it possible for us to y build 23 ships for our Navy and 
5 for the British Government. We were fortunate in having a suc- 

cessful operation, having received the Navy award plus three stars. 

We delivered all of our ships under the firm contract price, no cost 
plus. 

Now, we come face to face with another problem and that is most of 
the shipowners under the Merchant Marine Act relating to Federal 
ship mortgage insurance are building ships too large for the privately 
owned shipy: ‘ards to handle and, in order to keep abreast of the times, 
the private yards must build new graving and floating docks to handle 
the larger ships, or go out of business. Ships that are being built 
must drydocked and, if there are no private yards, the question is 
where will they be docked ? 

The financing of specialized facilities presents a very difficult prob- 
lem. Floating docks and graving docks with their limited purposes 
are not normally attractive to private banks and other private finan- 
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cial institutions. But these facilities mean so much to the future 
security of the country. ‘ 

The graving dock that the Savannah Machine & Foundry Co. owns 
in Savannah, as stated above, is limited in its capacity. It is the only 
dock of any kind or character to care for ships of any size in Georgia, 
and it is the only graving dock on the southeastern coast. We have 
been able to handle the dock in its present footage most successfully, 
but with the enlarging of all ships it will before long be obsolete. We 
have already suffered a loss of work due to our limited capacity. 

Under its present condition we would not be able to attract private 
capital but if included in the amendment under title XI, it would 
assure the enlargement of the facilities and which would not in my 
opinion cost the Government eventually any money. It is necessary 
that we expand our facilities. We need additional dock space to 
bring in work to enable us to keep our facilities in readiness for any 
type of emergency that might develop. If we do not improve our 
facilities it would not be long before we would be compelled to reduce 
our working force and put out of employment a great many mechanics 
and other shipyard employees. It would be a serious blow to the 
economic condition and cause added unemployment. 

Our present facility will take care of a ship 540 feet in length by 
73 feet in width. We would like to build one that would care for a 
ship 125 feet in width, 750 feet in length. To enlarge our facility to 
care for one of the above proportion would cost approximately $4 
million. 

The Government would be taking no greater risk than our company 
would be taking if the bill were amended to include graving docks, 
because we would be compelled to put our facilities as a part of the 
security for the mortgage and we would be taking as great a risk, if 
not more, than the Government. Our facilities are worth approxi- 
mately $414 million. 

Would you allow me just one word in addition to this: The ques- 
tion was raised here about increasing and competing and putting other 
people out of business. That would not be the case. We are in busi- 
ness now. Weare not adding new business. We are simply attempt- 
ing to enlarge what we have so that we can accommodate the ships 
that are being built as of today under this bill, but it will not provide 
additional facilities, merely enlarge them. 

Mr. Dorn. Could I ask a question? If you are going to take addi- 
tional or bigger ships, it will change the nature of your business to 
bigger ships. 

Mr. Mrncteporrr. But I am doing the same company’s work. One 
could hasten ships. They are doing away with the 10 we are working 
on and building 10 more. They do not have the smaller ships. We 
will be working on the same 10 ships only it will be a little larger ship. 

Mr. Dorn. So that you will be able to compete with the larger ship- 
building yards that. claim today they are starving except down in the 
southern part of the United States. 

Mr. THompson. Would the gentleman yield ? 

Mr. Dorn. Yes. : 

Mr. THomrson. You would not be indicating perhaps that. you are 
against small business being able to compete with the larger corpora- 
tions ¢ 
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Mr. Dorn. No; but I am against having small business at the ex- 
pense of the United States or under the jurisdiction of the United 
States permitted to expand so that there is not enough work for any- 
one in the field because, in this particular field, it is completely 
subsidized. 

Mr. Tuompson. I think everyone knows that all of our ships, our 
ore carriers, tankers, are being made larger because it is an economic 
factor in the operation of them. 

I believe this bill is sound. It is the only protection the smaller 
shipyards and docks have. 

Mr. Dorn. I would think it was sound if the gentleman can show me 
just where this will not compete with the rest of the shipbuilding 
facilities on the east coast that are now complaining that they have no 
work. It seems to me that we are subsidizing work, we are looking for 
work for the shipbuilding yards now. It has been one of the purposes 
of this committee and here we are ready to authorize a further expan- 
sion that: will be in direct competition to what we are trying to do to 
help the other yards. 

The CHarrmMan. Mr. Dorn, does not the witness make a good point 
when he says, which is correct, that we are replacing vessels with 
vessels of a larger size? He is working on the smaller type vessels 
now. He contemplates working on new vessels that. will take the place 
of the vessels that he is operating on now. 

Mr. Dorn. Thus taking work from the yards that claim to be 
starving now and not able to exist. 

The Cuairman. He is doing the work there now that he contem- 
plates doing in the future. 

Mr. Dorn. Then why does he need to expand ? 

Mr. Tuomrson. The baby is growing. Let us not change the 
parents. 

The Cuarrman. Let me ask one question. 

The security that you give on the graving dock itself and the facili- 
ties you now have will be more than adequate to take care of the 
insured risk that the Federal Government would take. 

Mr. Mrineieporrr. Yes, sir. I can only speak now from the stand- 
point of my own yard. We own our yard. 

The Cnairman. It is a first mortgage. That is on the present 
working facilities including the facility that you would build were 
you to get the insurance on the mortgage. 

Mr. Mineveporrr. Yes, sir. The insurance would cover the en- 
tire plant. In other words, if we borrowed, say, $4 million or $5 
million, we have practically 50 percent to match it with and any 
banking institution is going to look in and take my past operation 
for 10 years to see whether or not I can pay it back. They are going 
to be careful. 

The Cuatrman. This is not a new feature. It is an enlarged 
feature. 

Mr. Mrnexeporrr. That is all. 

I want to answer the statement with reference to all the northern 
yards starving. I have been competing with the northern yards for 
nearly 40 years and I have been competing with them on a larger 
scale since 1939. We are not building new ships in this dock. This 
is repair facilities. That is all. We have repair facilities now and 
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today we are competing and I cannot see why the larger yards would 
want to try to freeze us out because we are competing right now and 
are not going to compete any more. 

It only allows us to keep abreast of the times to work on the larger 
ships but I do not see how the Government can lose. 

Here is what happens. When we go to borrow money on a special- 
ized facility in which there are only a few people interested, it is not 
like a ship. Thirty or 100 people might buy that ship but in our 
case one of the larger yards or some other yard would have to buy so 
that your chance of selling it is less. 

When we have that much equity and our capacity shows that we 
can handle it, the banks will go into it, but even though you have an 
insured guarantee, the banks are going to check to see that we are 
worth it. 

I do not feel that northern yards are suffering more than I am, | 
am in black ink for this year. I have had a tight time. It is nota 
bed of roses but I doubt seriously that all of those northern yards are 
in actually red ink. 

The CuarrMan. Are there any other questions? 

Mr. Downtnc. Yes, sir. 

Mr. Mingledorff, this is going to permit you to build another 
facility ? 

Mr. Mincreporrr. Only a graving dock. I have one now but 
that: will be obsolete. 

Mr. Down1na. But you still use it for the smaller vessels ? 

Mr. Mrineteporrr. [ doubt if I have any. The bulk of our work 
is oil tanker work. 

Mr. Downrne. This is not specific legislation for you. Anybody 
can take advantage of this legislation. Isthat true? 

Mr. Mrinateporrr. Yes, but it was brought out over here from Mr, 
Dorn, I think, that other private interests might want to build a dock 
just to get in on this insurance deal. They had better have $5 million 
on the side or better invested or they will lose everything they have. 

Mr. Downtna. I was wondering how many other small shipbuild- 
ing industries up and down the coast would take advantage of this 
legislation. 

Mr. Minereporrr. I doubt seriously that there would be more than 
three or four. 

Mr. Downtna. I can foresee that that is going to cut into the repair 
work of these east coast shipyards which are already in existence and 
are apparently suffering. 

Mr. Mincteporrr. You mean those up North? 

Mr. Downrne. Yes, sir. It would be north of you along the east 
coast. 

Mr. Minateporrr. I do not know why they are suffering so. They 
have a better chance at the business than we have. We have not 
been suffering down South. 

Mr. Dorn. Would the gentleman yield ? 

Mr. Downrtne. I will yield to Mr. Pelly. 

Mr. Petxy. I think we should all remember that there is a fourth 
seacoast now and there will be possibly a lot of interest in construct- 
ing new facilities in the Great Lakes. Certainly, in a way, this is 
almost duplicating the present facilities you have. 
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Mr. Mincueporrr. That is all. 

Mr. Petty. That might happen in every shipbuilding area in the 
country. I think if it were just one we would not be concerned be- 
cause certainly these other areas are not necessarily competitive with 
Savannah. 

We have to look at. it from the overall point of view that the respon- 
sibility of this committee is to see that there are adequate facilities 
in the event of an emergency and war and certainly, I am not opposed 
to your transferring yours to take care of a modern merchant marine, 
because I think we need it as a matter of national defense. 

Mr. Mineteporrr. We are not duplicating equipment, no, sir. We 
are not duplicating the equipment. We are simply being in position 
since this bill went into effect enabling people to build the ships and 
they have found from an economy standpoint that it is better to get 
to a 700-foot vessel. 

As you know, the T-2 tankers, which is the most popular ship now, 
have been jumboized, making them wider and longer. Even so, in 
the next 5 years those ships are going to be obsolete. 

Mr. Petiy. You will have two ships in the same yard instead of 
one probably for quite a long time to come after you build this graving 
dock. 

Mr. Mincteporrr. No; if the business is not here to warrant it, we 
will not have it. By putting in the larger facilities it is not going to 
add any burden on the shipbuilding industry. Why should I have 
to throw my $414 million or $5 million away because a few large yards 
want to keep me from competing ? 

Mr. Dorn. Would the gentleman yield ? 

Mr. Downtne. Yes, indeed. 

Mr. Dorn. So that if this bill was passed, you would not agree that 
you would destroy the graving dock you have now ? 

Mr. Mincueporrr. Certainly not. 

Mr. Dorn. Of course not. So that you are not replacing one grav- 
ing dock by the other graving dock. 

Mr. Minereporrr. But I still cannot put the new ship in the old 
dock. 

The CHarrmMan. You would not object to a provision in this legisla- 
tion that the approval of this insurance would be based on necessity 
in the area for adequate shipbuilding facilities ? 

Mr. Minateporrr. I did not hear you, sir. 

The CuHarrMan. You would not object if the authority were vested 
in Maritime to first find the necessity for improvement of facilities in 
various areas ? 

Mr. Minateporrr. I will have to ask that you let Congressman Pres- 
ton answer that question because I cannot answer that, but I do not 
know who is going to determine that. I would have to let him answer 
that particular question. 

The CHarrMan. Well, of course, this committee would put the 
authority in somebody to determine whether the insurance security 
was proper. 

Mr. Mineteporrr. Well, I would not think that that would be neces- 
sary due to the fact that a man that had no investment or was not in 
the business could not get in this business because, as I just stated, 
if he does not have a plant as large as $4 to $5 million as shore facili- 
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ties, if he had a dock, he could not operate it, so that you can only 
talk as the people who might be interested as people who are already 
in the business. 

Mr. Preston. Mr. Chairman, would you permit me to specifically 
answer your question ? 

The Cuairman. Yes. 

Mr. Preston. I understand that title XI already provides that the 
Maritime Administration must consider the economic feasibility of 
the application before it can issue the mortgage insurance. 

The CuarrMan. I wanted to get that in the record. 

Mr. Downrne. Is that in relation to the other yards and the busi- 
ness of other yards ? 

Mr. Preston. All the ship mortgage insurance, whatever it be, float- 
ing dock, graving dock, or ship. 

Mr. Jouson. Mr. Chairman, may I ask Congressman Preston one 
question, please ? 

The CHarrMan. Yes. 

Mr. Jounson. Congressman, I was under the impression that, under 
the Maritime Act of 1936, there was a prohibition as to the fact that 
you had to have insurance only on the constructed facilities, the ships, 
or if you pass this act the graving dock. Actually there would be 
no security on the existing facilities. 

Mr. Preston. The gentleman is referring toa ship. 

Obviously if a ship i is mortgaged you are not going to put a mort- 
gage on the whole company. Here where you build a shore installa- 
tion the assets of the whole installation would have to be given for 
the loan. 

Mr. Jonnson. How about the floating drydock? The security 
would be only on the drydock to be constructed. Is that correct? 

Mr. Preston. I would defer to Admiral Ford, who is an expert in 
this area, but I would believe that the company would have to pledge 
its entire assets even for a floating drydock. 

Mr. Jonnson. I believe we had a bill there trying to give further 
security, that it is now only on new construction which is to be con- 
structed. It is not clear now. 

Mr. Preston. Mr. Gibbs is here from Jacksonville. He can speak 
to that when he testifies as to the point about the floating drydocks. 
We have no question in our minds about the graving docks. 

Mr. Jomnson. So that all the facilities would be pledged ? 

Mr. Preston. They would be. 

Mr. Mincieporrr. When you get to that kind of money in a south- 
ern bank, they look at it twice. 

I discussed it with our bank. They wanted to know right away, 
“Will the entire facilities that you now have be a part of the col- 
lateral?” 

I said, “Certainly.” 

He said no financial institution would lend me just. on the dock and 
let me sit over here with my $4 million. I would have to pledge it 
to guarantee to the bank. After all, it is the bank that is going to 
have the argument about. the money. 

Mr. Jonson. I can appreciate the bank’s position but the bank 
would be guided, of course, by the provisions of the Merchant Marine 
Act of 1936 and that is the thing that disturbs me. 
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Mr. Mrnateporrr. I think this bank is going to see that you pledge 
other assets. In fact, they told me I would have to pledge my plant. 
I have $414 million in there now. I certainly would not pledge $4% 
million and gamble it away. 

The CHarrMAN. Thank you very much. 

The next witness is Congressman Bennett. 


STATEMENT OF HON. CHARLES E. BENNETT, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF FLORIDA 


Mr. Bennetr. Thank you very much, Mr. Chairman. 

I have a brief statement and I would like to be followed by my 
constituent, Mr. Gibbs. 

The CuHarrMan. Your bill this year is similar to the bill you had 
last year. 

Mr. Bennett. It is identical. 

The CuatrMAN. Do you have any objection to the amendment to the 
bill? 

Mr. Bennett. The Senate amendment about the 35,000 tons? I 
have no objection to that. 

The CuarrMan. Do you object to adding graving docks to this bill ? 

Mr. Bennetr. I have no objection to the amendment added in the 
Senate. This is an amendment which had been brought to my atten- 
tion a long time ago and upon which I had much discussion and, as 
far as I know, it eliminates all the objections that had been raised to 
the bill, or at least all that had been brought to my attention. 

The graving dock is an entirely new subject to me. I never heard 
of a graving dock until this morning. I am not in position to say 
I am a strong advocate for it because I do not know. I think this 
committee could well determine that. 

The Cuarrman. The reason I asked that is that the committee re- 
ported out your bill last year, so that I see no reason to go through a 
long questioning about. the floating drydock section of your bill. 

Mr. Benner. That is all that my witness has to speak to. 

The Cuamman. We have very little time here. 

Mr. Bennerr.:I do not want to consume your time. May I put my 
statement in the record / 

The CrratrrmMan. There is nothing new in your statement other than 
what you had last year / 

Mr. Bennett. Not a thing. I am not opposing the graving docks. 
I just do not know anything about them. I think that is for your 
committee to decide. . : 

I would like to say that the report from the Department of the 
Navy does have language in it with regard to their position and I will 
read this. It says: 

As there may be a possible mobilization deficiency of floating drydocks in a 
future emergency, the Department would favor legislation which would en- 
courage the building of additional floating drydocks. 

(The statement referred to follows :) 

STATEMENT OF CHARLES E, BENNETT, MEMBER OF CONGRESS 

Mr. Chairman, I deeply appreciate the interest of your committee in my bill 
H.R. 325, and your calling this hearing. As you know, this bill is similar to 
my H.R. 13153, which was reported favorably by your committee on July 30, 
1958, and which passed the House on August 4, 1958, Since there was insuf- 
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ficient time to consider it in the Senate before adjournment last year, it wag 
necessary for me to reintroduce it at the beginning of the present session, 

I am confident that this committee recognizes the need for this legislation ag 
shown by its favorable action last year. I feel that this bill will make a substan. 
tial contribution to the defense of our Nation by encouraging the construction 
of the larger floating drydocks which are now needed commercially and which 
will be of tremendous usefulness in case of national emergency. 

I note that the Senate Interstate and Foreign Commerce Committee has 
favorably reported a similar bill, 8S. 107, introduced by Senator Smathers, 


In reporting this bill the Senate added an amendment that it should not apply 
to floating drydocks with capacities of less than 35,000 tons and beams of 125 


feet. I have no objection to this amendment and if this committee would like 
to concur in it, this will be perfectly agreeable with me. 

We have with us today competent witnesses who can explain my proposal in 
more detail. 

Thank you again, Mr. Chairman, for your committee’s helpfulness on this 
measure. 

Mr. Bennett. I would like to call on Mr. Gibbs to read a brief 
statement. 

Mr. Gibbs is chairman of the board of the Gibbs Drydock Corp, 

Mr. Borxrn. Could I say that I have known George Gibbs all of 
his life, and also I have known Mr. Mingledorff, and have done 
business with them. 

We used to get our contracts together in World War I. I visited 
Mr. Gibbs’ plant down there. He ‘has a wonderful plant. He is one 
of the greatest on shipbuilding and repair. 

I do not blame my good friend, Mr. Dorn, and I do not blame Mr. 
Downing, who is down at New port News and has a shipyard to 
defend. I do not blame them at all, but if a man is going to put 
up $414 million to get a new facility, nobody need worry. If he did 
not need it, he would not put up what he worked for all his life. 

I remember when those gentlemen started. I started with them in 
the same business. They are great men and good men. 

The CuHatrMan. You may proceed. 


STATEMENT OF GEORGE W. GIBBS, CHAIRMAN, BOARD OF 
DIRECTORS, GIBBS CORP., JACKSONVILLE, FLA. 


Mr. Gress. My name is George W. Gibbs. I am chairman of the 
board of Gibbs Corp. in Jacksonville, Fla. Our company appreciates 
very much having this opportunity to appear before you again in 
support of legislation to have floating drydocks included among the 
types of vessels that are entitled to receive the benefits of Federal 
ship mortgage insurance. 

The CHatrmMan. Mr. Gibbs, let me interrupt you. 

You are testifying on the floating drydock bill that we passed out 
last year. We approved it and passed it out and the bill passed the 
House. 

You have no additional testimony ? 

Mr. Gress. I have very little to say. 

The Cuamman. You have no additional testimony other than what 
you offered the last time this matter was considered ? 

Mr. Gises. I might give some information on some of the questions 
that were asked. 

The CuatrrmMan. With respect to the graving dock ? 
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Mr. Gipes. No, sir. I have no objection myself to a graving dock. 


1 think that it is important for this committee to know something 
of the financing of the dock and why we are asking that this be 


placed where it can be subject to Government insurance. 
v The CuHarrMan. All right. 


Are there any questions / 

Thank you very much. 

You may file your statement in the record. 
(The statement referred to follows:) 


My name is George W. Gibbs. I am chairman of the board of Gibbs Corp., 
Jacksonville, Fla. Our company appreciates very much haying this opportunity 
to appear before you again in support of legislation to have floating drydocks 
included among the types of vessels that are entitled to receive the benefits of 
Federal ship mortgage insurance. We are very much interested in this legis- 
lation, because for several years we have seen the need for larger drydocks to 
take care of the large sized vessels—both tankers and bulk carriers—which are 
coming off the ways in increasing numbers, and within the next few years will 
comprise an increasingly important part of our merchant marine. 

You will recall, Mr. Chairman, that at the hearing before this committee last 
year we and other companies in the ship repair industry, as well as the American 
Merchant Marine Institute on behalf of the ship operators, gave detailed facts 
and figures regarding the increasing need for larger floating drydocking capacity 
than is now available to take care of this increasing number of large-sized 
vessels. I shall not repeat this testimony here in the same detail, but instead 
wish to state that the need has not diminished. On the contrary, with the new 
ships that have come off the building ways during the past year the need has 
increased, as it will increase even more in the years to come. Indeed, at last 
year’s hearing the Maritime Administrator himself recognized in his testimony 
before this committee the great increase in these larger types of vessels and 
the necessity of having adequate drydocking facilities to take care of their 
repair and maintenance. 

The necessity for these larger drydocks is even more vitally necessary to the 
Navy Department, as was recognized in their supporting testimony last year, 
and again in the letter they have submitted to the committee this year in sup- 
port of the present bill. Adequate floating drydock facilities well disbursed 
throughout the United States are an essential requirement of naval prepared- 
ness, 

Incidentally, it is perhaps worth noting, with respect to the vessel character- 
istics of a floating drydock, that floating drydocks were used during the last 
war and will be used again in the event of another national emergency as carriers 
of other vessels, materials, and military personnel. A floating drydock not only 
floats but it is capable of being used as a means of transportation, and therefore 
seems to me to fall clearly within the contemplation of the types of vessels 
intended to be covered by title XI. However, the Maritime Administration feels 
that this should be made clear, and that is the purpose of this legislation. 

It has been suggested that when the need for additional large floating dry- 
docks becomes apparent the shipyards will build them. However, we have 
found that our bankers are unwilling to finance the construction of floating dry- 
docks because of their limited purpose, which would make it very difficult to 
dispose of them in event of default, or to realize sufficiently from their forced 
Sale because of the competitive prices of docks built in foreign yards at far 
less cost. 

In other words, they are not interested in financing the construction of these 
larger floating drydocks unless we are able to add the incentive of Federal ship 
mortgage insurance, which would guarantee their inevstment and would give us 
the advantage of a 314-percent interest rate. This in turn would be the moti- 
vating factor in persuading us that it would be more advantageous to build 
these larger floating drydocks in this country rather than abroad. All of these 
things were gone into thoroughly before your committee last year and I feel 
there is no need to repeat them in any great detail at this time. It goes without 
Saying that the Maritime Administration would not approve of the construction 
of one of these larger floating drydocks under Federal ship mortgage insurance 
unless it deemed such construction to be economically feasible. This would take 
into account the capacity of the company to repay the loan and the prospective 
need for, and earnings from, the floating drydock that was in contemplation. 
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In view of the favorable report of your committee on this legislation last year 
and its passage by the House, which unfortunately reached the Senate too late 
for action on that side, we feel that you are already appreciative of the need 
for this amendment to title XI, so that Federal ship mortgage insurance may 
be used to facilitate the construction of these larger floating drydocks, which 
are becoming increasingly important to the maintenance of our modern merchant 
marine and Naval Establishment. 

We are hopeful of your continued support of this measure and are appreci- 
ative of this opportunity to appear before you again in its support. 

Mr. Bennerr. Mr. Chairman, I think Mr. Gibbs wanted to file the 
statement of Merrill-Stevens at the same time. 

The CratrmMan. Yes. 

(The statement referred to follows :) 


STATEMENT oF C. B. Rosperts, MERRILL-STEVENS Drypock & REPAIR Co., Jacx- 
SONVILLE, FLA., IN Support OF H.R. 325 

My name is C. B. Roberts, vice president of Merrill-Stevens Drydock & Repair 
Co., Jacksonville, Fla. I am very happy to appear before you again in support 
of legislation seeking to extend to the construction of floating drydocks the 
advantage of Federal ship mortgage insurance. I have listened to Mr. Gibbs 
and heartily endorse everything he has said in support of this bill. There is no 
question but that the need for larger floating drydocks is immediately upon us 
and also that it will require Federal ship mortgage insurance if they are to be 
constructed in this country. 

As one of the ship repair maintenance yards we are in a position to know how 
pressing this need is becoming and we sincerely hope that this committee will 
see fit to amend title XI as provided in H.R. 325, the bill that is before you. 


The CuatrmMan. The next statement is by Mr. Hoyt Haddock, 


STATEMENT OF HOYT S. HADDOCK, EXECUTIVE SECRETARY, 
MARITIME COMMITTEE, AND EXECUTIVE SECRETARY, MARI- 
TIME UNION LEGISLATIVE COMMITTEE, AFL-CIO 


The Cuatrman. I have not seen you for a while, Mr. Haddock. 

Mr. Happock. My name is Hoyt 8. Haddock. I am executive sec- 
retary of the AFL-CIO, Maritime Committee, and executive secre- 
tary of the Joint Maritime Union Legislation Committee, which rep- 
resents all of the AFL-CIO maritime unions which include the ship- 
yard workers. 

Mr. Chairman, for brevity, I would like to associate myself with Mr. 
Preston in the statement which he made here this morning on the 
graving docks. You have my testimony before you on the other. 
There is no use repeating it. 

The organization that I represent of shipyard workers is in favor of 
this facility and would like to see it built. 

The Cuarrman. Are there any questions ? 

Mr. Dorn. Are you not going to put out of employment a number of 
men in other sections of the country ? 

Mr. Happock. No, I do not think it will. 

Mr. Dorn. Why not? 

Mr. Happock. Well, there is a very simple reason for it. 

Basically, the shipyards are doing the work now that they have been 
doing over the past few years. That is the repair work. 

These yards get their repair work from various companies and they 
generally keep that repair work. It is simply a question of where the 
ships become larger they will most likely keep those larger ships if 
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they can maintain them. If they cannot, they will pick up the ships 
and that will mean they will take employment from one yard and add 
ittoanother. ‘There is only one way to cure this basic question of un- 
employment in the ship repair y: ards. That is to do something about 
the problems that exist in the 1936 act. 

Iam talking about the misadministration of it that has gone on for 
the last 15 or 20 years plus the opposition that the various administra- 
tions have had to it, also plus some of the questions that are legislative 
in the thing. 

Here we are carrying 15 percent or less of our foreign commerce in 
these ships and the legislation clearly calls for over 50 percent of it, 
and literally nothing is boing done to see that this is built up. 

For example, in these hearings that you are having on the other 
legislation here, the considerations that are being had concerning sub- 
sidizing States Marine and other companies, it is quite clear that ‘under 
this legislati ion companies are prevented, not encouraged, but pre- 
vented from going out and carrying additional cargoes. It is almost 
impossible for a company that is presently subsidized to go out and 
carry the bulk cargoes. They have to get special permission each time 
they want one spec cific ¢ argo but, if they want to go out and really carry 
a lot of those cargoes, they are prohibited from. doing that under the 
act at the present time the way it is administered. 

Mr. Down1na. Will the gentleman yield ? 

Mr. Dorn. I yield. 

Mr. Downine. Mr. Haddock, in an industry that is already in a 
depressed state and with a future that looks like it is going to be in 
an even more depressed state, can you not foresee that the building 
of additional facilities for this depressed industry is going to place 
some of the people in that industry out of jobs ¢ 

Mr. Happock. Not unless the industry is depressed further. I am 
talking about the operating end of the industry. If the operating 
end of the industr y is depressed further, the ship repair facilities will 
be depressed further, but I am hopeful that the trend will be reversed 
here and that the intent of Congress will start to manifest itself in our 
shipping industry and that we will start doing something about 
seeing that a substantial portion of our foreign commerce is carried 
in American ships. If that is done, then there will be an increase in 
the employment of all of these facilities in the repair industry and 
that is really the only way that you are going to get this industry 
healthy. 

Mr. Downina. I agree; but do you see any such trend developing? 
Certainly the Bureau of the Budget has cut down on the number of 
ships that most of us think necessary to preserve and protect the 
maritime. I cannot see any trend toward getting us out of that de- 
pressed state that we are in now. 

Mr. Happock. I am quite hopeful myself that this committee and 
the Senate committee will begin a real study of this act looking to- 
ward major amendments and realinement of this act so that this 
can be accomplished. 

I think there are enough people on this committee who are familiar 
with the situation and strong enough and willing to fight hard enough 
to see that this is going to be done within the next 2 or 3 years. 

Mr. Downrne. I have one further question. 
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How many of your major shipyards on the east coast are unionized 
by A.F. of L. -CIO? 

Mr. Happocr. I only know of one that is not. 

Mr. Downtnea. That is Newport News Shipyard ? 

Mr. Happock. That is right. 

Mr. Gross. Mr. Chairman. 

Mr. Boyxrn (presiding). Mr. Gross. 

Mr. Gross. Would you be opposed to supplying these floating dry- 
docks by Japan, Italy, or Germany, or any foreign country ? 

Mr. Happock. Supplying by them? 

Mr. Gross. Yes: they make them and float them over here. 

Mr. Happock. I am opposed to our Government. subsidizing the 
shipping iy of any foreign nation. 

Mr. Gross. I am glad to hear one labor official say that he is opposed 
tothat. Thank you. 

Mr. Boyxty. Mr. Gross, he has been very helpful to us over the 
years. I think we ought to subsidize ours and not build one over 
there. We have been working on the subject of tankers and fishing 
boats and are going to keep on. 

Mr. Happock. Mr. Chairman, on this subsidy question, for example, 
one of the things that this committee ought to really be looking at 
instead of dealing with molehills is that they have some real mountains 
here. In this other hear ing, for example, you are looking at a question 
where the Maritime Administration has already said that this com- 
pany is meeting the requirements of the act and they are not going 
to be operating in competition with subsidized lines but, right along. 
side of it, you have on your books a law which permits the building 
of ships for operation in our foreign commerce subsidized by the 
United States and the company who builds them can go out and 
operate all of the foreign ships they want to, build all the foreign ships 
they want to. That is just typical of the problems that you have 
confronting you that you really ought to be dealing with. 

Mr. Borxry. I agree with you on that. We have been working on 
that and have talked about it in our executive committee. 

We are working on it and will be glad to have any suggestions that 
will be helpful. 

Mr. Hanpocxk. I have nothing more. 

Mr. Minter. May IL ask the gentleman a question ? 

Mr. Boyx«tn. Congressman Miller of California. 

Mr. Minuer. Spe: aking of building of boats and smaller craft, what 
do you think of the recommendation that the Fish and Wildlife 
Service made formally to this committee that, in order to rehabilitate 
the fishing industry in New England, particularly to get new and more 
modern boats, they allow those boats to be built foreign ? 

Mr. Happocs. Iam opposed to it. 

Mr. Mitier. Thank you. Soam I. 

Mr. Gross. One other question. I suppose you would then be op- 
posed to floating fish into this country ? 

Mr. Petiy. May I say to the gentleman that they are floated to this 
country in great quantities w ithout any tariff. 

Mr. Happockx. And I am particularly opposed to them being floated 
in here when they are being caught in a manner which reduces the 
overall utilization of the resource. 

Mr. Boykin. Admiral Ford. 
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STATEMENT OF WALTER C. FORD, DEPUTY MARITIME ADMINIS- 
TRATOR, MARITIME ADMINISTRATION, DEPARTMENT OF COM- 
MERCE 


Mr. Forp. Good morning, sir. 

Mr. BorK1n. Good morning. We are glad to have you. 

Mr. Forp. I havea prepared statement, Mr. Chairman, which I will 
be pleased to file for the record if you would like. 

Mr. BoyK1n. We certainly would, because you see that our time 
is up. 

Mr. Forp. I would like to correct a statement which Mr. Ashley 
made previously when he gaid Mr. Morse supported this bill last 
year. 

* Mr. Boykin. Whosaid that? 
Mr. Forp. Mr. Ashley, I believe. 
Mr. Asutery. I plead. guilty. , 
Mr. Forp. The recor d indicates in Mr. Morse’s statement that the 

Department of Commerce does not recommend enactment of the bill. 

“The Bureau of the Budget advises that there is no objection to the 

submission of this statement to your committee.” That is the same 

position which the Department has taken in the statement I have just 
filed. 

Mr. Boykin. Thank you, Admiral. 

Mr. Oxtver. Mr. Chairman, may I ask a question of this witness? 

Mr. Boykin. Yes. Congressman Oliver. 

Mr. Oxtver. What has been the experience of the Maritime Admin- 
istration under the ship mortgage insurance operation; have they lost 
money ? 

Mr. Forp. It has only been in effect for 2 years. We have not had 
an opportunity to make any money as yet. In the overall financial 
picture we have 35 ships presently insured. We have 31 applica- 
tions pending and we have foreclosed on two ships. 

Mr. Ottver. Is there an additionat insurance fee charged for the 
cost of this mortgage insurance ¢ 

Mr. Forp. Yes; there is. 

Mr. Oriver. What does that amount to? 

Mr. Forp. One-half of 1 percent. 

Mr. Otrver. Is there a possibility that the Government then will 
be reallv showing earnings in this field if it continues long enough ? 

Mr. Forp. We have no doubt but what there will be considerable 
gain to the Government in the overall program when it has been in 
effect for a long enough period to accumulate funds. 

Mr. Otrver. Is it costing us any money to operate it? I mean is 
it actually putting us in the red so far as outlay from the Treasury ? 

Mr. Forp. We are in the red at the moment due to two ship fore- 
closures and we had no funds accumulated to pay off those mortgages, 
but we have every reason to believe that it will be profitable for the 
Government in tl he long run. 

Mr. Outver. Thank you very much. 

That is all i have. 

Mr. Petiy. Mr. Chairman. 

Mr. Boyxry. Mr. Pelly. 
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Mr. Preity. Admiral Ford, you probably know this. I understand 
that the contract was awarded for a submarine to a shipyard and 
then the Appropriations Committee was asked for something like a 
million and a half dollars to dig a channel so that they can dig i it out. 
We have to think of some of “those things when we talk about in- 
creasing the capacity of a shipyard. I want to be sure that. in 
Savannah, if they build a larger ship, they can get it out. 

Mr. Forp. Mr. Pelly, 1 believe that this is a question of whether 
or not you want to extend title XI insurance rather than whether or 
not the facilities are required. I think it is up to the Maritime to 
make the determination on economic feasibility when and if we get 
aly applications. 

Mr. Petty. When you determine economic feasibility, you do not 
at the same time determine as to whether those facilities are needed 
and necessary, do you? Economic feasibility is whether or not they 
make money. 

Mr. Forp. I think we have to find out whether or not they were 
needed in order to make that determination. 

Mr. Petiy. I would hope so because I think Chairman Bonner 
raises a very important point. 

Mr. Forp. If there are five docks and you only needed one, we 
cannot. determine that it was needed on the standpoint of economic 
feasibility. 

Mr. Preity. You would have to look at the public interest, would 
you ¢ 

Mr. Forp. Yes. 

Mr. Boykin. Mr. Gross. 

Mr. Gross. Your premium is one-half of 1 percent of what? 

Mr. Forp. Of the mortgage. 

Mr. Gross. Thank you. 

Mr. Dorn. Is a graving dock a shore facility 

Mr. Forp. A graving dock is a dock that is built into the shore in- 
oe ation and cannot be moved as opposed to a floating dock which 

‘an be towed from one location to another. A graving dock is just 
oa at it says, it is dug into the ground. 

Mr. Dorn. So that it isa station: ry dock ? 

Mr. Forp. It is stationary and cannot be moved. 

Mr. Toutterson. Could | ask the witness a question ? 

The CrarrMan (presiding). Yes. 

Mr. Toutuerson. This is an unfavorable report. Is the basis for it 
simply that it is an expansion of the title XI coverage ? 

Mr. Forp. Yes, sir. 

Mr. Totterson. That is all. 

The Cuairman. Are there any other quest ions / 

Mr. Asuxey. I have one question, Mr. Chairman. 

Is the basis of your adverse report, then, Admiral, that there is 
no necessity for the legislation ? 

Mr. Forp. The basis I can read from Mr. Morse’s testimony of last 
year: 

While there will be some need for floating drydocks of larger capacity be- 
cause of the increased tonnages of vessels under construction or planned for 
the next few years, particularly tankers and some bulk carriers, there appears 
to be no immediate urgency from the national viewpoint which justifies finan- 
cial aid or guarantee from the Federal Government. 
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Mr. Asutey. We had testimony last year, Admiral, that indicated 
that there was only one floating dr ydock with a lifting capacity suf- 
ficient to handle a 65,000-ton tanker and that this was loc ated on the 
east coast. 

Mr. Forp. I think there are four such docks. 

Mr. Asuiey. Well, the testimony last year was, I believe, that there 
was one. Assuming ths at there are four, is this sufficient for our pur- 
poses today / 

Mr. Forp. It depends on whether you are talking commercial re- 
quirements or mobilization requirements. 

Mr. Asuiry. Well, I think we are talking both. 

Mr. Forp. | think in terms of mobilization requirements that it 
would be very difficult to state that we have sufficient docks to handle 
all of the larger ships in an emergency. In terms of commercial 
requirements, I believe that the facilities are more or less adequate. 

Mr. Asutey. Are you saying that the present facilities are suffi- 
cient for commercial purposes or that you see no reason for expanding 
our basic legislation for the reason that private financing should be 
available without the necessity of Government guarantee? Which is 
it! 

Mr. Forp. That private financing should be available without Gov- 
ernment guarantee, 

Mr. Asutry. You are not putting yourself in the position of say- 
ing, as I thought you did a moment ago, that the present facilities are 
sufficient for commercial purposes. Our commercial purposes are 
expanding all the time with the St. Lawrence Seaway. As Mr. Pelly 
pomted out, this is clearly expanding and in the next 10 years there 
is going to be something in the nature of a revolution which our 
shipbuilders have talked about. We are going to bigger ships all 
the time. 

You are not putting yourself in the position of saying that the 
facilities existent at the present time are sufficient for commercial 
purposes. You are not saying that, are you? 

Mr. Downina. That is what he said. 

Mr. Asutey. I thought he changed it then and said that he actually 
thinks that there is no need for the legislation because private financ- 
ing should be available without the need of the Government guarantee. 
I am trying to find out what the basis of the opposition is. 

Mr. Forp. I said the basis for our adverse report is on the basis of 
extending Government guaranteed mortgages. 

With regard to the commercial facilities, I also stated that, if Gov- 
ernment mortgage guarantee is extended, that it would then be our 
job to make a ‘determination as to the commercial avail: ability of any 
particular facility to which we extended a guarantee. 

Mr. Asuiry. Admiral, I am simply trying to determine the basis 
of your opposition. It is one thing to state a conclusion that you 
are against extending the mortgage guarantee program; it is a little 
hard to reconcile that with your statement that, from the standpoint 
of mobilization, our present facilities are inadequate, that from the 
standpoint of an expanding commercial merchant marine the present 
facilities are inadequate. 

Mr. Forp. I did not say that. 
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Mr. AsHiey. You most certainly did. If you did not I would 
would like a correction of that. It is your position, then, that the 
present facilities are adequate for our expanding merchant marine? 

Mr. Forp. I believe that the present facilities are adequate to handle 
the present merchant marine. I did not say that they were adequate 
to handle an expanded merchant marine. 

Mr. Asuiey. Well, are we going to have an expanded merchant 
marine in the years ahead ? 

Mr. Forp. Well, I hope so. 

Mr. Asutey. Is it your position that the Federal Government should 
encourage this by rejecting legislation of the sort that is before us? 

Mr. Forp. Well, if this legislation is going to expand the merchant 
marine, I would say that it should be encouraged. Iam not sure that 
it does. The purpose of the title XI insurance is to insure ships and 
build more ships. If you build more ships you will need more facil- 
ities, but up to the present moment, it is not indicated that additional 
facilities are needed. 

Mr. Gross. Will the gentleman yield ? 

Mr. Asutry. I yield. 

Mr. Gross. With the Great Lakes opening, how about repair facil- 
ities in the Great Lakes area? Can you foresee any necessity in the 
future for expanding repair facilities on the Great Lakes? 

Mr. Forp. I do not think that an expanded program in the Great 
Lakes is in order at the moment. 

Mr. Gross. Do you foresee any necessity for it ? 

Mr. Asutey. I am sorry, Mr. Gross. 

T did not get your response to Mr. Gross’ question, Admiral. 

Mr. Forp. I do not think there is an obvious necessity or move to 
expand the facilities in the lakes at the moment. 

I think that their repair industry has been in the doldrums just as it 
has been throughout the country and they have had facilities up there 
both for shipbuilding and ship repair. If their business improves, 
they might =e be in for increased facilities. 

Mr. Gross. Business is going to improve there. 

Mr. Forp. They will get foreign ships to repair in the lakes, which 
is new business so there may be some increase in that direction. 

Mr. Gross. Would they not be benefited under this legislation in the 
expansion of their facilities ? 

Mr. Forp. If they could not get private financing they probably 
would. 

Mr. Asnuiry. Admiral, you say that the Great Lakes may feel the 
boom as far as ship repair is concerned on the basis of foreign vessels. 
Is it not true that of the 307 Great Lakes freighters, the Great Lakes 
fleet, so called, half of them are today 50 years old or older? 

It would certainly appear that if half of our Great Lakes fleet is 
50 years old and we are going from freighters of 370 to 450 feet to a 
new type freighter of 650 feet that possibly these new facilities will 
be needed for our own fleet and not just on the basis of increased 
foreign shipping? 

Mr. Garmatz. Would the gentleman yield? 

Mr. Asutry. Yes. 

Mr. Garmatz. When do you expect the 650-foot ship and is its 
draft more than 27 feet ? 
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Mr. Asutey. We launched one in Toledo a while ago. This is an 
ore-carrying vessel for the Great Lakes trade. I do not know what the 
draft is. I cannot feature that it would be more than 27 feet. 

Mr. Garmatz. If it is, it is not going to get through, is it? 

Mr. Asutey. That is right. 

Mr. Forpv. There has been very little building in the Lakes and it is 
a problem of replacing their 50-year-old ships. In the last few years 
there have been a number of special bills introduced, none of which 
succeeded in encouraging this replacement. 

Mr. Jounson. Mr. Chairman. 

Admiral, under title XI and directing your attention to H.R. 3195, 
respecting the graving docks, would you state that security could be 
placed against the general facilities of the corporation to secure the 
ship mortgage? 

Mr. Foro. I think, going back to title XI, that we insure the bank 
mortgage. ‘The bank makes the loan. We examine it as to commer- 
cial feasibility of the enterprise. In insuring a ship, which is the only 
experience we have, we get the ship as a guarantee against the 
mortgage. 

Mr. Jounson. But you get no other security at the present time? 

Mr. Forp. We get no other security. 

Mr. Jonnson. I direct your attention to whether or not you could 
get other security other than the graving dock itself as title XI is now 
written. 

Mr. Forp. I think we would have to examine that problem if we did 
go into the proposition of extending title XI. 

Mr. Jounson. So that you are not in position to answer that? 

Mr. Forp. No, sir. 

Mr. Dorn. Would the gentleman yield ? 

Mr. JouHnson. Yes. 

Mr. Dorn. What is the condition of the ship repair business on the 
east coast ¢ 

Mr. Forp. It isin very poor shape. 

Mr. Dorn. So that there is not enough business to go around, 

Mr. Forp. At the present time there is not, so far as I know. 

Mr. Nrx. Will the gentleman yield? 

Mr. Dorn. Yes. 

Mr. Nix. Admiral, your opposition really is based upon your dis- 
inclination to anticipate future probability rather than being based on 
the necessities of the moment. You would prefer dealing with those 
at some future time if it develops that there is a need. Do you not 
feel that this is the time to take up the question raised as to additional 
facilities ? 

Mr. Forp, I would say the answer is “Yes,” sir. 

Mr. Lennon. Admiral, this is permissive legislation. There is 
nothing that would require you to accept an application for an insured 
loan if you did not think it economically advisable or if there was no 
public demand or necessity in that area. This is simply adding to the 
provisions of this particular title of the Maritime Act. It is permis- 
sive legislation. If Congress should pass such legislation, it would 
be on a standby basis. That is true, is it not? You would not make 
a loan simply because this act was amended, would you? You would 
not guarantee a loan simply because this legislation was enacted ? 
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Mr. Forp. If this were enacted into law, we would be responsible 
for guaranteeing the mortgages on these loans. 

Mr. Lennon. If you made the loan 

Mr. Forp. Under our rules and regulations whereby we would haye 
to make a determination that this is an economically feasible venture, 

Mr. Lennon. In other words, Admiral, you might have a little 
more works to do if this legislation was passed. 

Mr. Forp. We would, definitely. 

Mr. Lennon. In the event there were applications / 

Mr. Forp. This is not the reason for our opposition. 

Mr. Lennon. I am trying to find out what your opposition is jy 
permissive legislation that does not require you to do anything but 
consider an applic ation and, if there is no need for that particular 
guarantee of the loan, you would simply say “No.” Looking to the 
future, what is your basic objection to putting something on the 
statute books as a standby basis? 

Mr. Forp. I would think we would have to consider any applica. 
tion and, as I said before, if they could indicate that this would be 
a profitable venture, we have a mandate to grant the loan. It would 
be required that we grant it. 

Mr. Lennon. What is wrong with that? If it is demonstrated 
that it is a profitable venture and the Government would thereby be 
guaranteed its guarantee of the loan, what is wrong with it? 

Mr. Forp. Merely extending the Government’s obligation to insure 
mortgages. 

Mr. Lennon. You said you would not grant it unless you deter- 
mined that it was a safe venture. 


Mr. Forp. Economically feasible. Some of these safe ventures turn | 


out not to be safe. 

Mr. Lennon. Do you have any fear that your agency would not 
be equipped to m: ake a determination that would secure the Govern- 
ment’s interest in these guaranteed loans ? 

Mr. Forp. We think we could make a fair determination. 

Mr. Lennon. Then you should not have anything to worry about. 

Mr. Downina. Will the gentleman yield ? 

Mr. LENNon. Yes. 

Mr. Downtne. Has it been your experience that permissive legis- 
lation becomes general legislation right after it is enacted ? 

Mr. Lennon. Not generally so. 

Mr. Downine. What with politics al pi ‘essures ¢ 

Mr. Lennon. I just got this witness’ statement that they would not 
yield. 

Mr. Downtne. I am sure they would not. 

Mr. Dorn. But there were two mortgages on which you had to fore- 
close recently. 

Mr. Forp. That is right. 

Mr. Dorn. On which the Government lost a tremendous amount of 
money. 

Mr. Forp. Not a tremendous amount. 

Mr. Down1ne. How much money did they lose ? 

Mr. Forp. We have not lost it yet. This is a debatable question. 
We foreclosed one mortgage for $3 million and another one for $4 
million. 
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The one for $3 million is now being operated by MSTS. 

The one for $4 million represents a loss at the moment of probably 
$114 million in cash which we hope we will make up by either selling 
or chartering the vessel to another owner. 

The CuatrMan. What facilities are those? Are they ships or 
facilities ? 

Mr. Forp. Ships. 

The CHAIRMAN. You say you have two out of how many? 

Mr. Forp. Two out of 35 actual and we have 30-odd pending. 

Mr. Boykin. That is not bad. 

May I ask a question ? 

The CuarrmMan. You are talking about something different. 

Mr. Dorn. I think it is very bad, Mr. Chairman. If a bank had 
that same ratio it would go bust mighty quickly. 

The CuarrmMan. I did not make any in 

Mr. Boykin. I did. 

The CuarrMan. I thought you were talking about something other 
than drydocks. 

Mr. Forp. No. I thought the question was how many ships we had 
foreclosed title XI mortgages on. 

Mr. Cuark. Mr. Chairman. 

The CoatrrMan. Mr. Clark. 

Mr. Cirark. How long does it take to build one of these drydocks 
such as provided for in Congressman Preston’s bill ? 

Mr. Forp. Well, I would defer to the witness. 

Mr. Mineieporrr. About 2 years. 

Mr. Forp. About 2 years. 

Mr. Cuark. Then if this legislation was put through, it would prob- 
ably be 3 years before they would be able to handle the larger expansion 
program that they anticipate. 

Mr. Forp. It would be until the docks are completed. 

Mr. Crark. Then perhaps by that time the smaller ships that they 
have been repairing would be out of existence more or less, or most of 
them, is that right? 

Mr. Forp. I would not think so; no, sir. 

Mr. Crark. A little while ago you made the statement, I think, and 
I think it should be corrected, that you guarantee the loan. You do 
not grant the loan. I think that should be corrected. 

Mr. Forp. That is correct. 

The CHarrman. Are there any further questions? 

Mr. Borxrn. I have just one. 

The CuatrmMan. Mr. Boykin. 

Mr. Boykin. Admiral, I do not blame Mr. Dorn and Mr. Dowing 
at all, I have been up to both of their places and they have wonderful 
facilities. So do these other people. Any of them can get the same 
thing under this bill. 

What I think you should do and all of the rest of us should do is 
try to start something so that we would have more business. I went 
to Europe and Mr. Dorn was there. We went on this 50-50 question. 
They wanted us to stop hauling and give them 100 percent. Of course, 
what I think we ought to do is to stop hauling anything on anybody’s 
ships but ours and then we would go to using some ships and build 
some more ships and also we would need some more drydocks. Some- 
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thing sensible is going to have to be done in this business or every map 
that is in it is going to go broke and lose all he has worked for ajj 
his life. 

What do you think we can do about changing that 50-50 basis? 

Mr. Forp. I hope we can keep 50-50, sir. 

The CuarrMan. Let us not get into anything else. 

I hope you will bear with me. 

Mr. Downtne. My yard lost a $63 million contract on which we 
were lobbied due to permissive legislation. 

Mr. Garmatz. And Baltimore lost two last year. 

The Cuarrman. Mr. Zincke. 

Mr. Zincxe. Admiral, in the course of the Department’s report on 
this bill, it is indicated that there are a number of technical objections, 
For example, there is no such thing as a preferred mortgage on 
piece of real estate which would be a graving dock. 

Would you be kind enough to submit the appropriate language 
in the event that the committee decides favorably on this bill to con- 
form it to the other sections of title XI? 

Mr. Forp. Yes, sir. 

Mr. Macponarp. Mr. Chairman, I have not asked any questions, | 
would like to ask one question of the gentleman who testified earlier, 

I am not opposed to the legislation, I respect your Congressman 
and Congressman Bennett as well. What I do not understand is if you 


have to pledge all your assets to the U.S. Government or to a bank, | 


what advantage do you have in having the loan guaranteed by the 
Federal Government? If the thing goes broke, you are broke anyway, 

Mr. Mineteporrr. In answer to your question, the answer is this: 
The financial people, the banks, or if you go to an insurance company, 
they are rather hesitant to make a loan where you have a floating 
dock or anything else where, if we failed, you could only sell to 
one of vour competing yards. When you have a ship, if you fail, they 
will take a mortgage on one ship and they can sell it or run it them- 
selves. That is why they want us to put additional collateral other 
than our own facilities. 

Mr. Macponaup. Admiral Ford said he would not guarantee the 
loan unless it was commercially feasible and he said that things that 
appear safe sometimes are not safe and, having had some experience 
with the Small Business Administration in trying to have constitu 
ents obtain loans, they are very conservative indeed. They only loan 
money when you do not need it. If the bank is not going to loan you 
the money and the Government is not going to loan you the money 
unless it 1s a safe venture, I do not see the benefit that you get from 
this. 

Do you get a lower interest rate if it is a guaranteed loan? 

Mr. Mincueporrr. You can negotiate a better interest rate to begin 
with. In the first place, the bank would not let me have $4 million 


even with my plant pledged at $4 million if they did not have the , 


utmost confidence that we would pay it back. 

I would say “I want to borrow on the Government’s guarantee. 
I will put up 10 percent. That is the way the shipowners do.” But 
that is the only ship that the Government can take is that one ship. 
The banker comes back and says, “We have no other place to move 
this floating dock around. We want additional collateral. We wantto 
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be sure that the deal is going through,” because if I borrowed $5 mil- 
lion, you guarantee 90 percent and I did fail, instead of you just 
having 90 percent of the $5 million you have got my $414 million in 
the kitty, so that you have $9 million to play with instead of $4 mil- 
lion or $5 million. 

That is why they ask that you throw your assets in to build up the 
assets. 

Mr. Macvonatp. The way I understand it, the Federal Govern- 
ment has been asking the same thing. Is that correct, Admiral? You 
sort of hedged with Mr. Johnson. I never did hear your answer. 
Are you going to make them put up all their assets? 

Mr. Forp. We have not had any experience in this field. Where 
we insure a ship, the security is the ship itself. 

Mr. MacponaLp. I am not talking about that. 

Mr. Forp. I know that but whether we do the same thing in the 
case of a drydock is another problem. 

The Cuairman. If it was provided in the bill, you would do it. 
Thatisall. That ends that. 

Mr. Macponap. I did not see it in the bill and I was asking his 
opinion as to whether or not his agency was going to insist on having 
all these assets. 

The Cuatrman. The advocate of the bill has testified that he is 
willing that the bill be amended so that all of his assets be put up 
as security. We want just as much security as you want. If the bill 
comes out, that is the way it will be. That ends that. 

Mr. Dorn. Will the gentleman further yield ? 

Are any of your assets presently mortgaged ? 

Mr. Minetxporrr. No, sir. 

The Cuatrman. I asked that question, would it be the first mort- 
gage, and the record will show that. Certainly, the Government is 
not going into any second mortgages. That is that. 

Mr. Macponatp. Do you want to answer my question ? 

The Cuairman. Are there other questions? 

Excuse me, Mr. Macdonald. 

Mr. Macponaxp. That is all right. 

Mr. Preston. Thank you, Mr. Chairman. 

(The statement referred to follows :) 


STATEMENT BY WALTER C. Forp, Deputy MARITIME ADMINISTRATOR, ON 
BEHALF OF THE DEPARTMENT OF COMMERCE, MARITIME ADMINISTRATION, ON 
H.R. 325 anno H.R. 2241, IDENTICAL BILLS, AND ON THE BILL H.R. 3195. 


Gentlemen, the bills H.R. 325 and H.R. 2241, by amending sections 1101 and 
1104 of title XI of the Merchant Marine Act, 1936, as amended, would make 
eligible for Federal mortgage and loan insurance loans and mortgages made to aid 
in the construction, reconstruction, or reconditioning of floating drydocks, sub- 
ject, of course, to all other requirements of law as to eligibility for title XI 
insurance. The bill H.R. 3195 would include both floating drydocks and graving 
docks under the definition of “‘vessels.” 

The Department does not recommend favorable consideration of these bills. 

Section 1 of H.R. 325 (and H.R. 2241) amends title XI of the 1936 act to 
include floating drydocks within the definition of “vessels” for the purposes of 
title XI. Section 2 of the bill amends sections 1104(a)(8) and 1104(b)(2) of 
title XI (requiring the subject vessel be one designed primarily for “commercial 
use”) to embrace within the term “commercial use” construction, reconstruction, 
reconditioning, or repair of vessels by floating drydocks. The bill H.R. 3195, by 
similar amendments, would include graving docks. 
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These bills would consitute a radical expansion of the limits of title XI avai. 
ability in the direction of Government guarantees of loans to the ship construction 
and ship repair industries. This goes clearly beyond the present bounds of title 
XI, which provides for Federal insurance of mortgages and loans for the eop- 
struction of vessels only. Graving docks and floating drydocks are, of course, 
specialized facilities used in the repair of ships and not used in the transporta. 
tion of goods or persons. They do not come within the scope of the definition of 
the term “vessel” in section 3 of title 1 of the United States Code, which provides 
that “vessel” includes “every description of watercraft or other artificial cop- 
trivance used, or capable of being used, as a means of transportation on water,” 
A graving dock rests upon and is attached to the ground. Section 1101(e) of 
title XI of the Merchant Marine Act, 1936, provides that the term “vessel” in. 
cludes “all types of passenger, cargo, and combination passenger-cargo carry- 
ing vessels, tankers, tugs, towboats, barges, and dredges documented under the 
laws of the United States, and fishing vessels owned by citizens of the United 
States.” 

Even though floating drydocks and graving docks are included as vessels 
under the bill, there remain other requirements of title XI which would have to 
be met by the vessel and by the mortgage submitted for insurance under title 
XI. A ship mortgage must be a preferred mortgage as defined in the Ship 
Mortgage Act, 1920, as amended. 

This requires U.S. documentation of the vessel in question, and requires in 
case of documentation for use in the domestic trade that the vessel be a U.S 
citizen-owned vessel, with 75 percent of the stock interest vested in U.S. citizens, 
free of any trust or obligation in favor of a noncitizen and free of any contract 
or other arrangement which would place control of the corporate owner in any 
person not a citizen of the United States. Obviously, these requirements are not 
suitable for application to a structure on land or permanently moored. 

The amendment of ship mortgage insurance title XI to provide 100-percent 
insurance was only made after very extensive and detailed legislative considera- 
tion of the importance and urgency of such provision for Federal aid and guar- 
antee in connection with the construction of ships. We do not believe it should 
be extended beyond the normal field of ship mortgage financing. While there will 
be some need in the future for floating drydock facilities of larger capacity be- 
cause of the increased tonnages of vessels under construction or planned for in 
the next few years (particularly tankers and some bulk carriers), the Depart- 
ment does not believe that the present need would, from the national viewpoint, 
justify financial aid or guarantee by the Federal Government. 

It is noted that the phrase “at the end of the subsection” in sections 2 and 3 
of the bill should read “at the end of the paragraph’, in order more exactly to 
identify the language to be amended by the bill. 

We have been advised by the Bureau of the Budget that there would be no 
objection to the submission of this statement to your committee. 


The Cuarrman. What is the position of the Navy with respect to 
that ? 


STATEMENT OF DANIEL L. CARROLL, CAPTAIN, U.S. NAVY, ACTING 
ASSISTANT CHIEF OF BUREAU FOR FIELD ACTIVITIES, BUREAU 
OF SHIPS, DEPARTMENT OF THE NAVY 


Captain Carroty. The position of the Navy is that the it defers 
to the Department of Commerce with respect to an opinion as to 
whether this legislation would improve the obtaining of additional 
floating drydocks and graving docks but that, as an industrial mobili- 


zation matter, the Navy Vv does. favor the country obtaining additional 


graving docks and floating docks. 
The Carman. You have that in your statement ? 
Captain Carrotu. I have that in my statement. 
The Cuarrman. Your statement may be filed for the record. 
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(‘The statement referred to follows:) 


STATEMENT OF CAPT. DANIEL L. Carroit, U.S. Navy, AcTING ASSISTANT 
CHIEF OF BUREAU FOR FIELD ACTIVITIES, NAVY’s BUREAU OF SHIPS, ON 
H.R. 325 ano H.R. 3195, Jury 9, 1959 


Mr. Chairman and members of the committee, I am pleased to have this op- 
portunity to testify on H.R. 325 and H.R. 3195, bills which would include float- 
ing drydocks and graving docks under the definition of the term “vessel” in title 
XI of the Merchant Marine Act of 1936, relating to Federal ship mortgage 
insurance. 

In the opinion of the Navy Department there may be a mobilization deficiency 
of floating drydocks and graving docks in a future emergency. The Navy, 
therefore, would favor legislation which would encourage the building of addi- 
tional floating drydocks and graving docks. However, administration of these 
bills would be primarily a responsibility of the Department of Commerce. The 
Navy, on behalf of the Department of Defense, defers to the views of the De- 
partment of Commerce as to whether these bills would, in fact, encourage the 
construction of additional floating drydocks and graving docks, and as to 
whether their enactment would be desirable. 

During World War II, the Navy found it necessary to construct numerous 
floating drydocks and graving docks to meet operational requirements. A seri- 
ous shortage existed which was not overcome until toward the end of the war. 
Based on this experience and in view of expected requirements in a future 
emergency, the Navy anticipates a deficiency in the larger types of floating dry- 
docks and graving docks. 

At present, the Navy Department is leasing 42 floating drydocks which are 
not required by the Government for the time being. These docks are widely 
dispersed and their maintenance and operation in peacetime insure their ready 
availability in event of emergency. In recent years the improved outlook of 
the ship building and ship repair industry has created an increased demand on 
the part of the industry for leases of floating drydocks with the result that the 
Navy has been able to obtain considerable competition for such leases. In war- 
time this increased demand would, of course, be greatly intensified on the part 
of the Government as well as private industry. 

As a technical matter, it is questioned whether the inclusion of graving docks 
under the definition of ‘‘vessel” as proposed in H.R. 3195 would be appropriate, 
as graving docks are landlocked structures. 

The Navy Department, therefore, considers that construction of additional 
floating drydocks now would be desirable as a mobilization preparedness 
measure but expresses no opinion as to the desirability of H.R. 325 and H.R. 3195 
as a means for accomplishing this objective. 


The Coarrman. We will go into executive session. 
Whereupon, at 12:45 p.m., the committee proceeded to executive 
session. ) 
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THURSDAY, AUGUST 20, 1959 


HovssE or REPRESENTATIVES, 
CoMMITTEE ON MercHaANT MarINE AND FISHERIES, 
Washington, D.C. 


The committee met at 10 a.m., in room 223, Old House Office Build- 
ing, Hon. Herbert C. Bonner (chairman of the committee) presiding. 

The CHaiRMAN. We will now take up H.R. 7376. 

(H.R. 7376 and accompanying documents follow :) 


(H.R. 7376, 86th Cong., 1st sess. ] 


A BILL To amend section 511(h), of the Merchant Marine Act, 1936, as amended, in order 
to extend the time for commitment of construction reserve funds 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the proviso at the end of section 511 
(h) of the Merchant Marine Act, 1936, as amended, is amended to read as follows: 
“Provided, That until January 1, 1961, in addition to the extensions hereinbefore 
permitted, further extensions may be granted ending not later than December 
31, 1961.” 

Sec. 2. The amendment made by the first section of this Act shall take effect 
June 30, 1959, or on the date of enactment of this Act, whichever date first occurs. 


[S. 2013, 86th Cong., 1st sess.] 


AN ACT To amend section 511(h) of the Merchant Marine Act, 1936, as amended, in order 
to extend the time for commitment of construction reserve funds 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the proviso at the end of section 511(h) 
of the Merchant Marine Act, 1936, as amended, is amended to read as follows: 
“Provided, That until January 1, 1961, in addition to the extensions hereinbefore 
permitted, further extensions may be granted ending not later than December 
81, 1961.” 

Sec. 2. The amendment made by the first section of this Act shall take effect 
June 30, 1959, or on the date of enactment of this Act, whichever date first occurs. 

Passed the Senate July 15, 1959. 

Attest : Fetton M. Jonunston, Secretary. 


[S. Rept. 474, 86th Cong., 1st sess.] 


The Committee on Interstate and Foreign Commerce, to whom was referred 
the bill (S. 2013) to amend section 511(h) of the Merchant Marine Act, 1936, 
as amended, in order to extend the time for commitment of construction reserve 
funds, having considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 


PURPOSE OF THE BILL 


S. 2013 would amend section 511(h) of the Merchant Marine Act of 1936, as 
amended, in order to afford shipowners additional time for commitment of con- 
struction reserve funds. Under section 511 of the act operators of vessels in 
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domestic or foreign trade or in fisheries are permitted to set up a constructioy 
reserve fund in which may be deposited earnings from vessel operations (and 
earnings from previously deposited construction reserve funds), proceeds from 
the sale of vessels, and indemnities upon the loss of vessels. In respect to Vessels 
sold or lost, no gain is recognized in the computation of net income if an amount 
equal to the net proceeds or net indemnity is deposited in the construction 
reserve fund. However, the tax basis of a new vessel purchased with gych 
untaxed gain is reduced by the amount of the untaxed gain so used. 

The vessel owner must, within 2 years, commit for construction, or expend for 
the purchase of new vessels, the amounts deposited in the construction regerye 
fund. However, the date for obligating the funds may be extended for an addi. 
tional 2-year period under regulations prescribed jointly by the Maritime Admin. 
istration and the Secretary of the Treasury. 

The proposed extension of time sought in 8S. 2013 is intended to apply particy. 
larly to $1,600,000 of reserve funds of American-Hawaiian Steamship Ce. which 
would be required to be committed under present law by July 9, 1959. The 
balance of their deposits, some $9,400,000, must be committed between February 
and November in 1961. Even though, prior to passage of this bill, the date of 
commitment will have elapsed, the Secretary of Commerce would be authorized to 
grant a further extension, Which would be effective as though the period of com. 
mitment had not elapsed. 

Specifically, the bill would provide that until January 1, 1961, in addition to 
the extensions hereinbefore permitted, further extensions may be granted ending 
not later than December 31, 1961. It is further provided that the act shall take 
effect June 30, 1959, or on the date of enactment of the act, whichever date first 
occurs. 

REASONS FOR THE BILL 


The American-Hawaiian Steamship Co. has been, since 1900, an important 
factor in the Nation’s coastal, intercoastal, and Hawaiian trades. At the outset 
of World War I it operated about 25 percent of the total freighter tonnage under 
U.S. registry. These vessels were a great value of the war effort, as were the 32 
large freighters made available to the Government by American-Hawaiian in 
World War II. Twenty-two of these vessels were lost in the war, or requisitioned 
for title by the Government, and the indemnities received for the vessels were 
inadequate for a vessel replacement program at the high postwar construction 
costs. 

After World War II, it was testified at the public hearings, the company made 
several efforts to resume service, first, as agents for the Government, then with 
chartered vessels, later with vessels purchased from the Government. Finally, 
it embarked upon an ambitious program, intended to include 10 high-speed trailer. 
ships, but after expending almost $1 million for designing, found the construe. 
tion costs to high for the program to be economically sound. In April of this 
year, application was made with the Maritime Administration for Federal 
mortgage insurance to cover four trailerships, modifications of earlier designs, 
for operation in intercoastal trade. Enactment of S. 2013 is necessary, however, 
to provide time for finalizing the vessel design and procuring the additional 
financing that will be required. 


PROS AND CONS OF THE LEGISLATION 


Extension of the period for commitment of the construction reserve funds 
directly involved would not establish a precedent. As pointed out in the Comp 
troller General’s report on the bill—‘‘Authority to grant additional extensions 
during specified periods has been granted at various times in the past by similar 
amendments to section 511(h).” 

The report of the Secretary of the Treasury offers no objection to enactment 
of S. 2013, stating— 

“* * * the Department would normally object in principle to further exten 
sions. It is, however, cognizant of the unusual circumstances surrounding the 
efforts of the American-Hawaiian Steamship Co. to acquire vessels appropriate 


for the intercoastal trade as explained by you in the Congressional Record | 


(p. 7692) for May 20, 1959, and as supplemented by information supplied to the 
Department by the Maritime Administration. It appears that the company 
is proceeding as expeditiously as practicable with completing arrangements for 


the acquisition of new vessels. In view of these circumstances the Department | 


would interpose no objection to the enactment of S. 2013.” 
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Justification for eee on the bill is advanced by the Department 
srce in its report, as follows: 

ee Hawaitan Steamship Co. * * * testified at the hearing that the 

~ their approximately $11 million of deposits in construction reserve funds 

will he approximately $2,500,000 if the time to expend and obligate these funds 

olanees before such funds can be invested in vessels. This is 25 percent of a 

eapitaj gain of $10 million. ; . ; sesh eames 

“If this $10 million is invested in ships without payment of the capita gains 
tax, the ships will lose their basis for depreciation to the extent of $10 million 
and American-Hawaiian Steamship Co. (if it makes sufficient earnings with the 
vessels, and if tax rates remain the same) would therefore pay $5,200,000 in 
additional ordinary income taxes over the life of the vessels in lieu of the capital 
gains tax of $2,500,000. . . heel : y 

“The Department believes that the extension of time within which to expend 
or obligate the construction reserve funds involved, for the limited additional 
period provided in the bill, should encourage the construction of some new 
modern tonnage by unsubsidized companies, and therefore recommends enact- 

-of the bill, 8S. 20138.” 
a Guiaane matter of tax revenue to the Government, which this bill would 
defer, has some immediate significance, the long-range return to the Government 
in all likelihood will be far greater if all the company’s construction funds are 
permitted to be invested in the proposed trailerships. 

Because all of the money in the company’s reserve fund are from vessel sales 
or indemnities from losses of vessels, they are subject, if withdrawn, to the 
25 percent capital gains tax. When the funds are invested in new vessels, 
however, the depreciation basis of the vessels immediately is reduced by the 
amount of the funds invested therein. To the extent that the use of such funds 
reduces the depreciation deduction normally allowed a taxpayer on his vessel 
any profit on his new ship becomes subject to a lesser depreciation expense and 
thereby becomes subject to te normal 52 percent corporation tax rather than 
the 25 percent capital gains tax. 

In addition, over the normal 20-year lifespan of the new vessels, corporation 
taxes on earnings thereof, plus taxes on the incomes of company officials, em- 
ployees, and vessel crews would far outweigh, in all probability, the instant loss 
of revenue to the Government as a result of the tax deferral sought under the 
bill. 

The reports of the interested Government departments and of the Comptroller 
General follow : 

THE SECRETARY OF COMMERCE, 
Washington, July 2, 1959. 
Hon WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

Deak Mr. CHAIRMAN: This letter is in reply to your request of May 21, 1959, 
for the views of this Department with respect to S. 2013, a bill to amend, sec- 
tion 511(h) of the Merchant Marine Act, 1936, as amended, in order to extend 
the time for commitment of construction reserve funds. 

Section 511 of the Merchant Marine Act, 1936, authorizes any citizen of the 
United States to deposit in a construction reserve fund, for the purpose of 
constructing, reconstructing, or reconditioning vessels, (1) the proceeds of 
sale of vessels, (2) indemnities for the loss of vessels, (3) earnings from the 
operation of American-flag vessels, and (4) earnings made on amounts deposited 
in the fund. 

No tax consequences ensue from the deposit in the fund of earnings from the 
operation of American-flag vessels or of earnings made on amounts deposited 
in the fund except that they will not be considered unreasonable accumulation 
of earnings. 

Section 511(c), however, provides that if the taxpayer deposits in the fund 
the net proceeds of sale or net indemnity for loss of a vessel. no gain shall be 
recognized to the taxpayer for Federal income tax purposes with respect to such 
sale or loss if the taxpayer so elects on his income tax return. Thus, the gain on 
the transaction would not be required to be included in the taxpayer’s taxable 
income. 

Section 511(d) provides that any vessel constructed, reconstructed, or recon- 
ditioned with such deposits of proceeds of sale or indemnity shall lose its basis 
for depreciation to the extent such deposits consist of unrecognized gain. The in- 
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come tax of 25 percent on the unrecognized gain is thus deferred, and the tax. 
payer ultimately pays in lieu of this tax (assuming he has sufficient earnings 
a tax of 52 percent on an amount of ordinary income equal to the unrecognized 
gain. 

Section 511(g) provides that the tax deferment of the proceeds of sale or jp. 
demnity will be lost, and the capital gains tax thereon will become payable, yp. 
less the deposit is expended (or obligated for expenditure), for the construction 
reconstruction, or reconditioning of vessels within 3 years of the date of guch 
deposit. Section 511(h) provides that the Secretary of Commerce may extenq 
this period for 2 additional years. 

The act of December 23, 1944 (58 Stat. 90), added a proviso to section 511(h) 
to provide that, in addition to the foregoing extension, additional extensions could 
be granted which would end not later than 6 months after termination of the 
war. Public Law 586, 82d Congress (66 Stat. 760), amended this proviso to pro. 
vide that further extensions could be granted that would end not later than Sep- 
tember 30, 1953, and this is the presently existing provision of the proviso. Ajj 
extensions which were granted under this proviso, of course, expired in 1953. 

The bill would amend the foregoing proviso to provide that further extensions 
of time in which to expend or obligate deposits may be granted, but such extep. 
sions shall end not later than December 31, 1961. 

As of June 1, 1959, there was $14,514,823.93 on deposit in construction reserve 
funds belonging to eight corporations. Two of these construction reserve funds, 
in the amount of $1.80 and $7,495.92, contain no tax deferred funds. The other 
six construction reserve funds contain deposits which were made on various 
dates between July 9, 1954, and March 30, 1959, and the time within which to 
expend or obligate these deposits (after extensions authorized under existing 
law have been granted) will expire on various dates between July 9, 1959, and 
March 30, 1964. 

The American-Hawaiian Steamship Co. is the only company that appeared at 
the subcommittee hearing. The bill would authorize an extension of time in 
which to expend or obligate seven deposits (aggregating $11,645,401.96) which 
that company has made in its construction reserve funds, such authorized ex- 
tension to be for approximately the following periods, respectively: 2 months, 
3 months, 6 months, 8 months, 9 months, 10 months, and 30 months. 

In addition the bill would authorize an extension of time to expend or obligate 
three deposits (aggregating $1,154,500) made by two other corporations, such an- 
thorized extension to be for approximately the following periods: 3 months, 
17 months, and 20 months. 

American-Hawaiian Steamship Co. has on file with the Maritime Administra- 
tion an application for title XI mortgage insurance to aid in the construction of 
four “lift-on lift-off” ships which will cost in the aggregate in excess of $100 mil- 
lion. That company testified at the hearing that the tax on their approximately 
$11 million of deposits in construction reserve funds will be approximately 
$2,500,000 if the time to expend and obligate these funds elapses before such funds 
"an be invested in vessels. This is 25 percent of a capital gain of $10 million, 

If this $10 million is invested in ships without payment of the capital gains 
tax, the ships will lose their basis for depreciation to the extent of $10 million, 
and American-Hawaiian Steamship Co. (if it makes sufficient earnings with 
the vessels, and if tax rates remain the same) would, therefore, pay $5,200,000 
in additional ordinary income taxes over the life of the vessels in lieu of the 
capital gains tax of $2,500,000. 

The Department believes that the extension of time within which to expend or 
obligate the construction reserve funds involved, for the limited additional pe 
riod provided in the bill, should encourage the construction of some new modern 
tonnage by unsubsidized companies, and, therefore, recommends enactment of 
the bill, S. 2013. 

The Bureau of the Budget has advised that there would be no objection to the 
submission of this letter to your committee. 

Sincerely yours, 
FREDERICK H. MUELLER, 
Acting Secretary of Commerce. 
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OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, June 29, 1959. 


Hon. WARREN G. MAGNUSON, cane ; 
Chairman, Committee on Interstate and Foreign Commerce, 
New Senate Office Building, Washington, D.C. 

My Dear Mr. CHarRMAN: This is in response to your request for the Depart- 
ment’s views on S. 2013, to amend section 511 (h) of the Merchant Marine Act, 
4936, as amended, in order to extend the time for commitment of construction 
reserve funds. 2 ve 

Section 511 of the Merchant Marine Act, 1936, as amended, permits any citizen 
operating a vessel in domestic or foreign commerce or in the fisheries to create 
a construction reserve fund and deposit therein (1) proceeds from the sale of 
vessels; (2) indemnities upon the loss of a vessel; (3) any earnings derived 
from shipping operations; and (4) earnings upon payments previously deposited 
in the fund. No gain is recognized for tax purposes upon the sale or loss of 
a vessel if the net proceeds or net indemnity is deposited in the construction 
reserve fund and if the taxpayer elects to treat such gains as not recognized. 
The amount of the untaxed gain then serves to reduce the basis of a new vessel 
subsequently purchased with such gain. Moreover, amounts deposited in the 
construction reserve fund are exempt from the application of section 531-537 
of the Internal Revenue Code pertaining to the improper accumulation of surplus 
by corporations. 

Amounts deposited in the construction reserve fund must be committed or 
expended for the acquisition of new vessels within 2 years from the date of the 
deposit except that the date for obligating these funds may be extended for an 
additional 2-year period under regulations prescribed jointly by the Maritime 
Commission and the Secretary of the Treasury. Present section 511(h) permits 
until March 31, 1953, further extensions to be granted ending not later than 
September 30, 1953. The bill S. 2013 would permit until January 1, 1961, still 
further extensions to be granted ending not later than December 31, 1961. 

As of June 1, 1959, the balances in section 511 construction reserve funds 
aggregated approximately $14,500. Approximately $11.6 million or 80 percent 
of the aggregate represents deposits made by the American-Hawaiian Steamship 
Companies of New York and Delaware, consisting principally of the proceeds 
of the sale of vessels. The time limitations on parts of these funds prescribed by 
section 511 expire at various times between July and November 1959, whereas 
arrangements for mortgage insurance and financing of the acquisition of the 
vessels for which the funds are being held will reportedly not be completed 
until sometime in 1960. The purpose of S. 2013 is to extend the time limitation 
on deposits in the construction reserve fund to accommodate this financing 
schedule. 

The purpose of the time limitation within which these deposits must be 
obligated is to insure that the gains and income on which taxes are deferred are 
in fact used for fleet modernization. In prescribing the schedule contained in 
section 511 Congress can be assumed to have been guided by evidence that it 
would afford ship operators adequate time to complete arrangements for the 
acquisition of new vessels. Presumably also, operators who availed themselves 
of these provisions were familiar with the statutory requirements. Under these 
circumstances the Department would normally object in principle to further 
extensions. It is, however, cognizant of the unusual circumstances surrounding 
the efforts of the American-Hawaiian Steamship Co. to acquire vessels appro- 
priate for the intercoastal trade as explained by you in the Congressional Record 
(p. 7692) for May 20, 1959, and as supplemented by information supplied to the 
Department by the Maritime Administration. It appears that the company 
is proceeding as expeditiously as practicable with completing arrangements for 
the acquisition of new vessels. In view of these circumstances the Department 
would interpose no objection to the enactment of S. 2013. 

The Bureau of the Budget has advised the Treasury Department that there is 
no objection to the submission of this report. 

Sincerely yours, 
Davip A. LINDSAY, 
Assistant to the Secretary. 
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COMPTROLLER GENERAL OF THE UNITED STATEs, 
Washingon, June 22, 1959. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate. 

Deak Mk. CHAIRMAN: Your letter dated May 21, 1959, acknowledged May 22, 
requests our comments on S. 2013, 86th Congress, a bill to amend section 511(h 
of the Merchant Marine Act, 1936, as amended, in order to extend the time for 
commitment of construction reserve funds. 

Section 511 of the Merchant Marine Act, 1936, is intended to provide an incep- 
tive for the construction, improvement, or acquisition of American vessels for 
operation in foreign or domestic commerce of the United States without Op- 
erating-differential subsidy aid by allowing the operators certain Federal tax 
benefits based upon the amount and nature of deposits made in a construction 
reserve fund and their subsequent use for the purposes and within the time limits 
specified in the act. Under subsection (h) thereof, the Maritime Administrator 
is authorized to grant extensions of time for the use of such deposits, “* * * but 
such extension shall not be for an aggregate additional period in excess of 
2 years with respect to the expenditures or obligations of such deposits or more 
than 1 year with respect to the progress of such construction * * *.” 

S. 2013 would provide that until January 1, 1961, further extensions may be 
granted for a period beginning upon its enactment or on June 30, 1959, which. 
ever is earlier, and ending December 31, 1961. 

Authority to grant additional extensions during specified periods has been 
granted at various times in the past by similar amendments to section 511(h), 
However, we have no information concerning the need for the amendment which 
is now proposed and, since the desirability of such amendment would appear 
to involve questions of policy for determination by the Congress, we make no 
recommendation concerning enactment of S. 2013. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing Rules of the 
Senate, changes in existing law made by the bill are shown as follows (existing 
law proposed to be omitted is enclosed in black brackets, new matter is printed in 
italic, and existing law in which no change is proposed is shown in roman): 


MERCHANT MARINE Act, 1936 


(49 Stat. 1985, approved June 29, 1936) 


* s + * * 2 * 
TITLE V—CONSTRUCTION—DIFFERENTIAL SUBSIDY 
ee . ok © a o * 
SEc. 511(a) * * * 
* ? 2 * * x * 


Sec. 511(h) The Commission is authoriezd under rules and regulations to be 
prescribed jointly by the Secretary of the Treasury and the Commission to grant 
extensions of the period within which the deposits shall be expended or obligated 
or within which construction shall have progressed to the extent of 5 per centum 
of completion as provided herein, but such extension shall not be for an aggregate 
additional period in excess of two years with respect to the expenditure or obliga- 
tion of such deposits or more than one year with respect to the progress of 
such construction: Provided, That until [March 31, 1953,] January 1, 1961, in 
addition to the extensions herinbefore permitted, further extensions may be 
granted ending not later than [September 30, 1953] December 31, 1961. 


The Cyarrman. Our first witness will be Mr. Morse. 
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STATEMENT OF CLARENCE G. MORSE, MARITIME 
ADMINISTRATOR 


Mr. Morsr. Gentlemen, you have the official Department report on 
ILR. 7376, which contains a detailed statement on the bill. My pres- 
ent statement will be a summary. We fe ivor enactment of H.R. 7376 
or of the identical Senate enactment, S. 2013 

The bills would authorize the See retar Vv of Commerce to grant ad- 
ditional extensions of time, ending not later than December 31, 1961, 
in which to expend or commit construction reserve funds authorized 
by section 511 of the Merchant Marine Act, 1936. The bills are 
retroactive to June 30 of this year. 

As of June 1 of this year, there was on deposit in construction re- 
serve funds approximately $14,500,000, belonging to eight cor pora- 
tions. Approximately $11,500,000 of this amount belong to American- 
Hawaiian Steamship Co. and was deposited at seven different times. 
The extensions which the bill would authorize w ith pom. a to these 
seven deposits are 2 months, 3 months, 6 months, 8 months, 9 months, 
10 months, and 30 months. This includes an extension of time in 
which to expend or commit a deposit of approximately $1,600,000 
which under existing law would be required to be expended or com- 
mitted by July 9 of this year. 

The American-Hawaiian Steamship Co. has on file with the Mari- 
time Administration an application for title IT mortgage insurance to 
aid in the construction of four “lift-on lift-off” ships which will cost 
in the aggregate $100 million. We think the extension of time for 
the limited additional period provided in the bills should encourage 
the construction of some new modern tonnage. 

The Bureau of the Budget has advised that there would be no ob- 
jection to the submission of this statement to your committee. 

The CuarrMan. We went through such a bill as this once before, 
did we not? Did we not extend this time in this identical case? 

Mr. Morse. Not in this particular case, to the best of my informa- 
tion. 

The CHarrmMAn. In a similar case we extended the period, I believe. 

Mr. Morse. There was an extension in 1953, but most, if not all, of 
these deposits were made subsequent to that time. 

The Cuatrrman. Was it this same case in 1953 ? 

Mr. Morse. I believe not. 

The Cuairman. What case was that? It sounds like the same thing 
tome. Isit the same company ? 

Mr. Morse. It was not the same company, to the best of my infor- 
mation. It was just a general extension enacted by the Congress in 
1953. The deposits by American-Hawaiian were made subsequent to 
that time. 

The Cuarrman. There is nothing that the enactment of this bill 
would bring about that would affect the general welfare of these funds? 

Mr. Morse. I think it would be advantageous to the Government to 
adopt this bill. 

The Cuarrman. Are there any questions? 

Mr. Morse. I would not favor a subsequent extension, I would like 
to say that for the record. These people should commit their funds 
during this present extension or pay the taxes on them. 
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The Cuarrman. What are you doing about the application pending’ 
Mr. Morse. We are processing the application. It is for four ships 
costing about $100 million. We are going to contract with one of a 
half dozen firms such as Ebasco or Stafford Research or Coverdale & 
Colpis, I think that is the name, or one of several other firms to make 
a survey of the economics of this thing. There are so many dollars 
involved here. 

The Cuarrman. How much is in the fund now? 

Mr. Morspr. $14.5 million. 

The Cuarrman. Are there any questions? If not, thank you, Mr, 
Morse. 
Is there anybody else to testify on this bill? 


STATEMENT OF SAMUEL H. MORGAN, CHAIRMAN OF THE BOARD 
OF AMERICAN-HAWAIIAN 


Mr. Morean. Mr. Chairman and members of the committee, my 
name is Samuel H. Morgan, Chairman of the Board of American- 
Hawaiian. I want to say this bill will enable us to retain for a short 
period approximately $214 million which might otherwise have to be 
paid out in taxes to the Government. 

Our company today has $30 million in cash which we have been 
zealously guarding for the past 4 or 5 years during the time in which 
we have been planning for these intercoastal ships. We have been 
holding that $30 million and have declined to go into a number of 
other activities, nonshipping activities, although some of them have 
been very attractive. Our company has been in the shipping business 
over 50 years. We were the first to have oil-burning ships in the inter- 
coastal trade. We put 26 ships into World War I and 82 ships into 
World War II. 

Weare ready, able, and willing to go back into the intercoastal busi- 
ness and we are holding this money, we need this $2.5 million because 
shipbuilding costs have risen, as you know. We need this money to 
qualify eader the rather stringent requirements of the Maritime 
Administration. 

The Cuarrman. Any questions? 

Mr. Petty. You withdrew from intercoastal service, did you not? 

Mr. Morean. Yes, sir; in 19538, because we knew that with the old 
and obsolete type vessels it was a losing proposition. We wanted to 
conserve our funds for a new type of operation. 

Mr. Petty. Do you plan to go all the way up the Pacific coast 
when you reenter the intercoastal service ¢ 

Mr. Morean. No, not on the first phase. Los Angeles and San 
Francisco. We started initially with a program of 10 ships. Be- 
cause of the cost of ships, we pulled in our horns and are in now with 
a modest proposal of four vessels. We will augment the fleet as 
quickly as business conditions warrant. We do not intend to go only 
into the northwest Pacific, but want to go into the southwest Atlantic. 

Mr. Petty. On behalf of the Puget Sound area, we will give youa 
warm welcome. 

Mr. Morean. We will be back as soon as the Maritime Administra- 
ino can get our application out and give us the mortgage insurance we 
need. 
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Mr. Petty. I am anxious to see the intercoastal service grow again. 
We have missed it very much. 

Mr. Morean. Thank you. 

Mr. Mutter. I want to join my colleague. I cannot speak for San 
Francisco, but I would like to say that Alameda will welcome you. 

The CuaiRMAN. You feel the time here is sufficient to complete your 


paneee Progra. sara 
Mr. Morean. Yes, it is, because I hope we can be on our way per- 
haps toward the end of the year or immediately after the turn of the 
ear. Our application has been on file since April. I think perhaps 
\ early next year we ought to have these ships under contract. 

The CuairMaAn. Are there any further questions? Thank you very 
much. 

Are there any further witnesses on this bill ? 

(Whereupon, the committee proceeded to the consideration of other 
business. ) 

(The following was furnished for insertion :) 


AMERICAN MERCHANT MARINE INSTITUTE, INC., 
Washington, D.C., August 20, 1959. 
Hon. HerBert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, House of Repre- 
sentatives, Washington, D.C. 

Dear Mr. BONNER: The American Merchant Marine Institute, a trade associa- 
tion representing a preponderance of American-flag shipping, wishes to express 
its support of H.R. 7376 and the Senate-passed companion bill, S. 2013, which 
your committee is considering. The proposed legislation would extend briefly 
the period during which the American-Hawaiian Steamship Co.’s construction 
reserve funds must be committed. The company needs additional time in which 
to finalize plans for the construction of four trailerships for the intercoastal 
trade. 

The American-Hawaiian Steamship Co., one of the oldest and largest of the 
Nation’s intercoastal shipping lines, has a long, successful history in the inter- 
coastal trade of this country. It lost 22 of its 32 oceangoing vessels as a result 
of World War II. Indemnities received therefor are entirely inadequate for 
a vessel replacement program at present day construction cost. 

The company has filed application for insurance on a construction loan and 
mortgage to cover four trailerships. Previously, an application had been filed 
for mortgage insurance aid in the construction of a fleet of roll-on, roll-off type 
vessels, but this proved to be economically not feasible. 

Approximately $11 million is now in the company’s construction reserve fund 
established under authority of section 511 of the Merchant Marine Act of 1936. 
Under existing law, the time within which $1,600,000 of these funds must be 
committed for the new ships expired on July 9 of this year. For that reason, 
section 2 of the bills provide that the amendment made by the proposed legisla- 
tion shall take effect June 30, 1959, or on the date of enactment, whichever date 
first occurs. The balance of the company’s construction reserve funds must be 
committed at various times between February and November 1961. 

This is a moment in maritime history during which operators are faced with 
very fundamental policymaking decisions in connection with the nature of the 
vessel they may ultimately want to put into service. I believe the diversity of 
judgments being made in connection with the replacement programs of sub- 
sidized operators attests to this fact since each is deciding on the basis of his 
own specialized trade. In addition, of course, there is the very fundamental 
question of how distant is the horizon for economic use of nuclear propulsion. 
The Company immediately involved has found itself face to face with another 
vital question, the issue of roll-on, roll-off versus other types of containerization. 

If the determination on the pending application for trailership vessel mort- 
gage insurance is favorable, and the needed financing is obtained, contracts for 
ship construction would be awarded about April 1960, which should result in 
the four ships being in operation by autumn 1963. 
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It should also be noted here that although the issue of tax collection by the 
Government is significant, in the long run the Government will be the bene 
ficiary. Because of the procedure by which these 511 funds have been accump. 
lated, they are subject, upon withdrawal, to the 25-percent capital gains tax 
However, if these moneys are invested in new ships, the depreciation basis for 
the new vessel is immediately reduced by this amount. Hence, said sums be 
come subject to the normal 52-percent corporation tax rather than the 25-percent 
capital gains tax. 

The company does not have available to it any subsidy aid. The only Go 
ernment aids available to operators in intercoastal trade are those provided 
under title XI of the Merchant Marine Act of 1936 (mortgage insurance) ang 
section 511 of the act (construction reserve funds). ; 

The institute urges favorable consideration and enactment of this proposeg ” 
legislation which would encourage new construction for the rehabilitation of J 
our domestic merchant marine. 

It is requested that this letter be made a part of the record on these bills, 

Respectfully, 


Atvin Suapmo, Vice President, ~ 


x 








